FINANCIAL 
HISTORY 


THE MAGAZINE OF THE MUSEUM OF AMERICAN FINANCE 


Hetty Green: America’s First Value Investor 
The RFC: Model for a Federal Infrastructure Bank? 


ETFs and the Origin of Indexing 


ISSUE 143 | FALL 2022 


Did you miss some of these programs in 2022? 
Watch our event videos on demand at: moaf.org/videos 


iii 4 INVESTING 
ANTHEE-SIN BON D | A “ . INTHE ERA ERA 
IR i CHANGE 


peer trate the Integr Cor 
= ANDREW W, LO and STEPHEN R. FOERSTER haga = BRUCE USHER USHER 


Rasiness and Life 
GILLIAN TETT 


CHEER /, fe The Business Going Green: 
TALKING “ +3 y bead Wie Exploring the Relationship 
/ (Pea ie 


of Sustainability and Finance il 
i) , — . | 
: 


George Serafeim 


TERRENCE KEELEY 


MUSEUM _ Follow us on social media! 
OF AMERICAN 


FINANCE £i (©) 9 G3 i 


MUSEUM 


OF AMERICAN 


FINANCE 


2022 SUPPORT FROM THE FOLLOWING 
GENEROUS DONORS IS DEEPLY APPRECIATED* 


PLATINUM 

- Citadel 

* Citadel Securities 
» John E. Herzog 

- Thomas Peterffy 
» Richard Sylla 


GOLD 

» CME Group 

» ING 

« Mark Shenkman 


SILVER 

» Avison Young 

- Broadridge Financial Solutions 
> Citi 

» Peter A. Cohen 

* William H. Donaldson 

- Fitch Group 

» Adam Goldstein 

+ InvestCloud 

* Carol Kaimowitz 

* Glenn Kaufman 

» OCC 

+ Protiviti 

+ Starr Foundation/Starr Companies 
» VanEck Funds 

- Wells Fargo 

- William Penn Foundation 


BRONZE 
- The Adirondack Trust Company 
» Peter Akwaboah 


=s CITADEL | === CITADEL | Securities 


Broadridge’ 


protiviti 


Global Business Consulting 


S&P Global 


- Bloomberg Philanthropies 

+ Cboe Global Markets 

« Con Edison 

+ Cowen 

+ Crystal Financial Solutions, 
a division of Alliant 

» Edelman 

- Entoro Capital 

» EY 

» Fordham University Gabelli Center 
for Global Security Analysis 

* Goldman Sachs 

« Martha Clark Goss 

- JPMorgan Chase 

+ Carol Loomis 

+ Moody's Corporation 

» S&P Global 

- Karen Seitz 


DONORS 

+ Boston Consulting Group 
« Andrea de Cholnoky 

+ Peter Davis 

* Cory Gunderson 

* William Harrison 

+ Mark & Barbara Mitchell 

« National Futures Association 
- Brad Peterson 

+ Daniel Rueven 

+ Vinson & Elkins LLP 

- Willkie Farr & Gallagher 

- Anthony Yoseloff 


citi FitchGroup 


re InteractiveBrokers 


investcloud 


FRIENDS 

- American Express 

+ Theodore Aronson 

+ Howard Baker 

- Bruce Bent 

» Richard Bernstein 

+» John Cioffi 

+ Joseph Cohen 

+ Charlie Dreifus 

» Jeffrey Edwards 

* COL Steven Ellsworth 
+ Financial Recovery Technologies 
* FT 

« Mary Susan Hardwick 
» Healey Family Foundation 
» Deborah Kaye 

- Raymond Lent 

+ Gregory May 

+ Joseph Mecane 

* Rita Molesworth 

» Elizabeth Munson 

+ Bob Pisani 

+ Dave Shuler 

+ Mark Tomasko 

- Cynthia Whitehead 

» Howard Wolk 


* As of October 2022 


@ CME Group 


re roan 
MARKETS” 


THE yp-\s15) FOUNDATION Vanielk® 


2 


FINANCIAL 
HISTORY 


THE MAGAZINE OF THE 
MUSEUM OF AMERICAN FINANCE 


in association with 
the Smithsonian Institution 


Issue 143 « Fall 2022 
(ISSN 1520-4723) 


Kristin Aguilera 
Editor 


EDITORIAL ADVISORY BOARD 


Howard A. Baker, Esq. 
Howard Baker Associates 
Lawrence A. Cunningham 
The George Washington University 
Peter C. Earle 
American Institute for Economic Research 
Brian Grinder 
Eastern Washington University 
Gregory DL Morris 
Freelance Journalist 
Susie Pak 
St. John’s University 
Arthur W. Samansky 
The Samansky Group 
Myles Thompson 
Columbia Business School Publishing 
Janice Traflet 
Bucknell University 
Robert E. Wright 


American Institute for Economic Research 


Jason Zweig 
The Wall Street Journal 


ART DIRECTION 
Alan Barnett Design 


MUSEUM STAFF 
David J. Cowen, President/CEO 
Kristin Aguilera, Deputy Director 
Robert Dinkelmann, IT/Technology 
Maura Ferguson, Director of Exhibits 
Sarah Poole, Collections Manager 


Linda Rapacki, Managing Director 
of Visitor Services and Operations 


Mindy Ross, Director, External Relations 
Ben Urizar, Assistant Director of Visitor Services 


Copyright © 2022 by the 
Museum of American Finance, publisher. 
All rights reserved. 


Financial History is the official membership 
magazine of the Museum of American Finance. 


MUSEUM 


OF AMERICAN 


FINANCE 


@ Smithsonian Affiliate 


IN THIS ISSUE 


FEATURES 


@ The Story of Hetty Green 


36) 


America’s first value investor and financial grandmaster. 
> By Mark Higgins 


The Reconstruction Finance Corporation 


Could the RFC of the 1930s be a model for a federal infrastructure bank? 
> By Michael A. Martorelli 


ETFs and the Origin of Indexing 
The pioneers who shaped index funds 

and changed how the world invests. 

> By Bob Pisani 


The Entrepreneurs: Ancient Partners of Power 
Entrepreneurs have been shaping the world 

we live in since the earliest civilizations. 

> By Derek Lidow 


Applying Hamilton’s Mint Report 
to American Finance and Commerce 
When Congress considered Alexander Hamilton's “Report on the 


Establishment of a Mint” and enacted the Coinage Act of 1792, 
important elements from the Report were excluded. 


> By Eric Brothers 


Glass-Steagall and the Restoration 
of Financial Stability 


Banks became major players in US securities markets twice 
in the past century, and both times helped to promote 
unsustainable credit booms that led to devastating busts. 


> By Arthur E. Wilmarth, Jr. 


Politics and Free Trade 
Examining the Walker Tariff of 1846. 
> By Ramon Vasconcellos 


FINANCIAL HISTORY | Fall 2022 | www.MoAF.org 


IN THIS ISSUE DEPARTMENTS oS. 


Andrea de Cholnoky, Co-Vice Chair 
Golden Seeds 


Karen Seitz, Co-Vice Chair 
Fusion Partners 


Sanford Crystal, Treasurer 
& Message to Members Alliant Insurance Services, Inc. 
. . Alvi Abuaf 
> By David Cowen, President and CEO Motive Partners Private Equity 
Peter Akwaboah 


Morgan Stanley 
Gregory Bauer 


& The Ticker ae 


Marcy Cohen 
ING Americas 


The Museum hosts its first in-person panel discussion since 2020 during Saute Coun Beene 


New York City’s Climate Week. Museum of American Finance 


Lawrence A. Cunningham 
The George Washington University 


John P. Davidson III 


i . occ 
6 Educators’ Perspective ee 
The Personal Finances of Presidents, Part 1: Thomas Jefferson 
Charles Elson 
> By Brian Grinder and Dan Cooper University of Delaware 
Eileen Fahey 


Fitch Ratings 
Adam Goldstein 


7 Archer Aviation 
Book Review Martha Clark Goss 
American Water Works 


Robert Morris: Inside the Revolution, by Robert M. Morris. 


Cory Gunderson 
Protiviti 
Bradford Hu 
State Street Corporation 


Carol Kaimowitz 
Retired Insurance Executive 


@ Trivia Quiz Glenn Kaufman 

Kaufman Family LLC 

Ranch Kimball 
Glorious Cahoots Capital Partners 


Mitti Liebersohn 
Savills 


> Reviewed by Gregory DL Morris 


Consuelo Mack 
WealthTrack 


Joseph Mecane 
Citadel Securities 
Eamon Nolan 
Vinson & Elkins 

Elizabeth O’Melia 
Dow Jones 
Chris Perry 
Broadridge 
Brad Peterson 
Nasdaq 
Bob Pisani 
CNBC 
Mark Shenkman 
Shenkman Capital Management, Inc. 


David L. Shuler 


Cropped image of “A Cabinet That 
Can Afford It” illustration from the 
July 26, 1905 issue of Puck magazine. 


Paxos 
Hetty Green is depicted at the head Maria Smith 
of the table alongside other turn-of- Smith Affiliated Capital (SAC) 
Richard Sylla 


the-century moguls and financiers. 
See related article on page 11 and 
complete cartoon on page 14. 


New York University 
Saul Van Beurden 
Wells Fargo 


Charles Wait 
The Adirondack Trust Company 


Library of Congress Prints and Photographs Division 


John E. Herzog, Chairman and Trustee Emeritus 


www.MoAF.org | Fall 2022 | FINANCIAL HISTORY 3 


| THE TICKER | MUSEUM NEWS 


MoAF and Heritage Werks Launch 
Collection Digitization Project 


THOSE OF You who read this magazine reg- 
ularly or have attended our Galas in the past 
few years know that one of our top priorities 
has been raising funds to digitize our expan- 
sive collection. This has been particularly 
important for our 18th century collection, 
which is among the finest in the nation and 
includes hundreds of our nation’s found- 


ing financial documents. These materials 
are irreplaceable, and their usefulness as a 
teaching tool is immeasurable. 

To ensure that generations to come 
have access to these documents, and to 
enable people around the world to learn 
from these unique objects, the Museum 
has partnered with Heritage Werks on 


an : | 


David Cowen shows highlights from the Museum's collection 
to attendees of the SALT conference in New York City, days 


David J. Cowen | President and CEO 


a wide-ranging, multi-year project to 
securely store and digitize the vast major- 
ity of our collection so that it may be pre- 
served and shared with audiences globally. 

I am excited to report that we com- 
pleted the first step of this project in Sep- 
tember, as we moved the collection from 
our archival storage facilities in New York 
and Delaware to Heritage 
Werks’ state-of-the-art facil- 
ity in Georgia. This was an 
enormous task, as it involved 
the safe and secure trans- 
port of tens of thousands 
of documents and objects. 
Our facilities and visitor services teams— 
led by Managing Director of Business 
Operations, Visitor Services and Educa- 
tion Linda Rapacki—worked tirelessly to 
ensure that every item made it securely 
to its destination outside Atlanta. 

Now that the materials have arrived, 
they are being processed, evaluated and 


before the collection was shipped to Georgia to be digitized. 
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prioritized for high resolution scanning 
and meta-tagging. Once they have been 
scanned, they will also be more acces- 
sible for physical exhibitions, both at our 
Museum and to be shared through trav- 
eling and pop-up exhibits and displays. 
The importance of this moment in the 
Museum’s history cannot be overstated. 

So, thank you to all of our trustees, 
members and supporters who have con- 
tributed to this important initiative by 
donating to our Annual Fund and Galas 
over the past few years, and to those 
who have made specific donations to 
this endeavor. We couldn’t have done it 
without you. For those who would still 
like to become involved in this project, 
sponsorship opportunities exist for both 
corporate and individual donors, par- 
ticularly as we look to share our digitized 
collections with the nation and the world. 
Please reach out to me if you’re interested 
in learning more. 


In September, the Museum moved its collection from an archival 
storage facility in New York (left) to Heritage Werks in Georgia (right). 
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Museum Hosts In-Person Panel on “Going Green: 
Exploring the Relationship of Sustainability and Finance” 


By Mindy Ross, 
Director of External Relations 


ON SEPTEMBER 19, the Museum presented 
“Going Green: Exploring the Relationship 
of Sustainability and Finance,” a timely in- 
person panel discussion featuring a diverse 
panel of industry experts who addressed the 
growing dependency between finance and 
sustainability. With sustainability emerging 
as the leading theme in 2022, Environmen- 
tal, Social and Governance (ESG) reporting 
and commitments have become a critical 
priority for companies against a backdrop 
of increasing pressure and scrutiny from 
regulators, stakeholders and the media. 

The panel discussion was held at the 
New York headquarters of ING and intro- 
duced by the program co-sponsors ING 
and Protiviti. Both sponsors are repre- 
sented on the Museum’s Board of Trust- 
ees and on the Museum’s Communica- 
tions Executives Advisory Panel. Museum 


President & CEO David Cowen gave brief 
opening remarks and noted that exactly 
three years prior to that day, the Museum 
held its first program on sustainability, 
“Sustainability: Is it Sustainable?” 

Gerald Walker, CEO of ING Americas, 
then welcomed the guests, and Michael 
Brauneis, Managing Director and Global 
Financial Services Leader at Protiviti, fol- 
lowed with an overview of the program 
and introduction to the participants. The 
panel was moderated by Amrith Ramku- 
mar, Climate Finance Reporter for The 
Wall Street Journal, and featured Ron 
Gonen, Founder and CEO, Closed Loop 
Partners; Robert Hirth, Senior Managing 
Director, Protiviti and former SASB Co- 
Vice Chair; and Ana Carolina Oliveira, 
Managing Director and Head of Sustain- 
able Finance, ING Americas. 

The panel discussion covered a wide 
range of topics and addressed audience 
questions, including how the Inflation 


Reduction Act would influence energy 
transition and sustainable finance; the 
backlash and confusion over ESG and 
“greenwashing” in investment alterna- 
tives; the ways Wall Street is influenc- 
ing companies to prioritize sustainabil- 
ity; how ESG/sustainability investments 
impact a company’s operations, supply 
chains and bottom line; and the impact of 
corporate and government climate disclo- 
sures on progress. 

Following the formal program and 
Q&A, there was a cocktail reception, with 
guests treated to a live performance of 
featured artists from the Royal Concertge- 
bouw Orchestra. The orchestra is regarded 
as one of the very best in the world and has 
been sponsored by ING for more than 30 
years. “Going Green: Exploring the Rela- 
tionship of Sustainability and Finance” 
was sponsored by Protiviti and ING. The 
recording of the program is now available 
at moaf.org/videos. $ 


Left: Michael Brauneis introduces the “Going Green” panelists. Center: Panelists Ron Gonen and Robert Hirth take questions from the audience. Right: The 
“Going Green" participants (L to R): David Cowen, Amrith Ramkumar, Ron Gonen, Robert Hirth, Ana Carolina Oliveira, Gerald Walker and Michael Brauneis. 
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The Personal Finances of Presidents, 


Part 1: Thomas Jefferson 


By Brian Grinder and Dan Cooper 


THESE SAD WORDS, written by Thomas 
Jefferson to his grandson, came after the 
apparent failure of a desperate last-ditch 
attempt to pay off Jefferson’s debts. The 
scheme called for a lottery to dispose 
of some of his property, but the lottery 
needed approval from the Virginia legis- 
lature. Unfortunately, Jefferson’s friends 
in that august body were dragging their 
feet. On February 3, Jefferson’s grandson 
wrote to his grandfather from Richmond 
to report the disappointing news. 

Although the legislature approved the 
lottery towards the end of February, it 
was not successful. Jefferson died on July 
4, 1826, with debt outstanding of over 
$100,000. This debt had accrued over the 
span of his adult life. Some of it was the 
result of Jefferson taking possession of an 
inheritance from his father-in-law John 
Wayles before Wayles’s debtors were paid, 
but a good portion of the debt was of Jeffer- 
son’s own making. The debt outstanding at 
his death included a portion incurred from 
pre-Revolutionary War days, as well as 
some from poor financial decisions made 
during Jefferson’s retirement. 

Throughout his life, Jefferson remained 
optimistic that something would turn up 
to relieve him of his onerous debt. He 
longed for the debt’s extinguishment so 
that he could retire in peace and comfort 
to his beloved Monticello. 

In Thomas Jefferson: A Personal Finan- 
cial Biography, Steven Hochman con- 
cludes that “Jefferson was not a good man- 
ager of his personal finances.” Although 
debt was a way of life for Virginia planta- 
tion owners, Hochman notes that those 
who managed their resources effectively 
and invested wisely prospered. The penury 
Jefferson suffered in his final years was not 
a foregone conclusion. 

The first evidence of Jefferson’s propen- 
sity to live beyond his means comes from 
his college days at William and Mary. In 
a letter written in early 1790, Jefferson 


For myself, I should not regard a prostration of fortune. But I am 
overwhelmed at the prospect of the situation in which I may leave 
my family. My dear and beloved daughter, the cherished companion 
of my early life, and nurse of my age, and her children, rendered 
as dear to me as if my own, from having lived with me from their 
cradle, left in a comfortless situation, hold up to me nothing but 
future gloom. And I should not care were life to end with the line I 
am writing, were it not that I may yet be of some avail to the family. 


— Thomas Jefferson to Thomas Jefferson Randolph, 


admitted, “During a part of the time that I 
was a student in Williamsburg my expences 
[sic] were greater than they ought to have 
been.” Throughout his life, Jefferson spared 
no expense for his two great weaknesses: 
books and wine. He assembled one of the 
largest personal libraries in the United 
States and probably had one of the best 
stocked wine cellars in the country. 

The War of Independence laid waste to 
Jefferson’s finances. When he sold land 
during the war to pay off debts to British 
firms, he was forced to accept Virginia 
paper currency as payment. Wartime 
inflation so reduced the value of this 
currency that his creditors refused it. Jef- 
ferson lamented, “I sold land for £4200 to 
pay these two debts. I did not receive the 
money till it was not worth oak leaves.” 
Moreover, in 1781, the British army under 
Cornwallis occupied his Elk Hill proper- 
ties for 10 days. In 1787, Jefferson wrote 
a letter to William Jones, one of his long- 
suffering British creditors, describing the 
damage done by British troops at Elk Hill: 


Again, Ld. Cornwallis encamped 10 
days on an estate of mine at Elk- 
Island, having his headquarters in 
my house. He burned all the tobacco 
houses and barns on the farm, with 
the produce of the former year in 
them. He burnt all the enclosures and 
wasted the fields in which the crop 
of that year was growing (it was the 
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February 8, 1826 


month of June). He killed or carried 
off every living animal, cutting the 
throats of those which were too young 
for service. Of the slaves he carried 
away thirty. The useless and barbarous 
injury he did me in that instance was 
more than would have paid your debt, 
principal and interest.’ 


During the war, many Virginians hoped 
for permanent relief from their British debt, 
but the 1783 Peace Treaty of Paris recon- 
firmed those debts, much to their chagrin.’ 

Jefferson’s public service forced him 
to divide his attention between affairs of 
state and plantation management. Years 
in France followed by a stint as Secretary 
of State, one term as Vice President and 
two as President took their toll on his 
finances. Jefferson’s absence from Monti- 
cello meant that he had to rely on planta- 
tion managers to grow and harvest crops. 
This met with mixed results over the years, 
as some managers performed admirably 
while others left much to be desired. 

Jefferson was forced to spend his own 
money to maintain a residence in France. 
During his presidency, he was also respon- 
sible for paying his free servants at the 
White House. This, according to Jefferson 
expert Lucia Stanton, consumed almost 15% 
of his presidential salary of $25,000 a year.’ 

Jefferson’s financial predicament was 
not helped by his obsession with archi- 
tecture and his constant need to build. 


Official presidential portrait of Thomas Jefferson, by Rembrandt Peale, 1800. 
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Virginia currency, dated May 1780. Thomas Jefferson was forced to accept Virginia 
paper currency as payment for the land he sold to pay off his debts to British firms, 
but inflation reduced the currency’s value so much that his creditors refused it. 


The house at Monticello, for instance, was 
built, torn down and rebuilt again. Other 
business ventures at Monticello met with 
minimal success. An investment in a nail 
factory powered by slave labor was initially 
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profitable, but it was unable to compete 
with British nail manufacturers in the long 
run. He also poured a substantial amount 
of money into a flour mill and canal proj- 
ect that never had a chance at profitability. 
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Jefferson periodically sold land and 
slaves to pay off debts, but it was never 
enough to cover all his indebtedness. For- 
tunately, he was very good at putting off 
creditors. 

Upon his retirement from the presi- 
dency, the ever-optimistic Jefferson was 
anxious to turn his time and attention 
to making Monticello a profitable enter- 
prise, but it was all for naught. In 1818, 
Jefferson endorsed an ill-timed loan for 
neighbor and financial benefactor Wilson 
Cary Nicholas. When the Panic of 1819 
caused the value of slaves and land to 
collapse, Nicholas was ruined, leaving Jef- 
ferson with a $20,000 obligation he could 
ill afford. These unfortunate events meant 
that Jefferson would never be able to pay 
off his debts in his remaining years. 

While Jefferson was never able to resolve 
his financial problems, the issue of slavery 
was even more perplexing for him. The 
man who wrote, “We hold these truths to 
be self-evident, that all men were created 
equal,” was never able to come to terms 
with those words when it came to his own 
slaves. Although some of his slaves were 
freed after his death, most were not, and 
his poor financial circumstances meant 
most of his slaves were sold to help satisfy 
his many creditors. 

Jefferson’s financial problems were a 
major roadblock to freeing his slaves. 
Because of his indebtedness, most of his 
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Promissory note from Thomas Jefferson to Hugh Nelson, dated August 7, 1814. 


slaves were sold into worse circumstances 
after his death. While his finances troubled 
him throughout his life, the consequences 
for his slaves were far more drastic. 

Stanton describes the slave auction 
held at Monticello beginning on Janu- 
ary 15, 1827. One hundred thirty human 
beings were sold at auction over the next 
five days. The auction was well attended 
despite the cold, and prices received for 
the slaves were exceptional. Slave families, 
such as the Fossetts, were split up at the 
sale. Joseph Fossett received his freedom 
after Jefferson’s death, but the rest of his 
family did not. Edith, his wife, and their 
eight children were sold at the auction.* 
The proceeds from the slave auction did 
not come close to paying all of Jefferson’s 
debts. A dilapidated Monticello was even- 
tually sold in 1834, but Jefferson’s estate 
was not settled until the 1850s. 

Jefferson made many mistakes with his 
personal finances. He chronically lived 


beyond his means, he endorsed a loan that 
he couldn’t pay when the loan’s original 
borrower defaulted, he was never able 
to spend enough time focusing on his 
finances and his failure to do so adversely 
affected the lives of his slaves. Inflation, 
the vagaries of plantation farming, the 
devastations of war and an unwelcome 
financial panic, along with Jefferson’s bad 
financial habits, left the third President of 
the United States so deep in debt that he 
could never recover. $ 


Brian Grinder is a professor at Eastern 
Washington University and a member 
of Financial History’s editorial board. 
Dr. Dan Cooper is the president of Active 
Learning Technologies. 


Notes 


1. Jefferson assumed the debt to Farell & 
Jones when he took possession of his por- 


tion of his father-in-law’s estate in 1773. 
It was not fully repaid until March 1807. 


According to Sloan, “Planters found 
themselves condemned to pay both the 
original debts, and, according to the cred- 
itors, a full eight years of interest at 5% 
per annum.” 


In 1782, in a letter to James Monroe, Jeffer- 
son wrote, “I considered that I had been 13 
years engaged in public service, that dur- 
ing that time I had so totally abandoned all 
attention to my private affairs as to permit 
them to run into great disorder and ruin.” 


A persistent Joe Fossett, with the help of 
his mother and sister, spent over a decade 
raising the capital needed to purchase his 
wife and most of his children. A joyous 
event occurred on September 15, 1837, 
when Fossett, who now owned his wife, 
five of his children and four grandchil- 
dren, set them free. (Stanton 2012) 
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By Mark Higgins 


VALUE INVESTING is a philosophy defined 
by the discipline of purchasing assets only 
when prices fall comfortably below fair 
market value and selling them when prices 
exceed fair market value. Ben Graham is 
almost universally regarded as the founder 
of value investing; however, before he was 
born, a woman named Hetty Green also 
used similar methods to tame the wild 
markets of the Gilded Age. Further, Green 
developed these principles instinctively at 
an early age, enabling her to profit from 


Undated full-length photograph 
of financier Henrietta “Hetty” Green. 


| HETTY 


Value Investor 
and Financial 
Grandmaster 


“| buy when things are low and no one 
wants them. | keep them, just as al keep 
a considerable number of diamonds on 
hand, until they go up and people are 


anxious to buy.” 


— Hetty Green, 


The Queen of Wall Street (1905) 


several market panics that ruined many of 
her male contemporaries. 

At the peak of her career, Green was 
the most creditworthy lender to America’s 
most respected stock operators, corpora- 
tions and even city governments. Her 
accomplishments are extraordinary by 
any standard, but what makes them even 
more impressive is that she succeeded 
despite lacking the advantages afforded to 
men at the time. She could not purchase 
a seat on the New York Stock Exchange, 
serve as a director on a corporate board or 
even exercise the right to vote. 


A Virtual Orphan 


Henrietta “Hetty” Howland Robinson was 
born on November 21, 1834 in New Bed- 
ford, Massachusetts. The Robinsons were 


a wealthy family, as Hetty’s maternal great 
grandfather had amassed a fortune invest- 
ing in the whaling industry. The fam- 
ily’s wealth ensured that Hetty was never 
deprived of material needs, but her emo- 
tional needs were another matter. Hetty’s 
father, Edward Robinson, longed for a 
male heir and was disappointed when his 
wife, Abby, gave birth to a girl; their sec- 
ond child, Isaac, died in infancy. Edward’s 
disappointment created marital tension, 
and Hetty’s parents responded by sending 
her to live with her aunt, Sylvia Howland, 
and grandfather, Gideon Howland, for 
most of her childhood. 

Hetty showed a keen interest in math- 
ematics and finance as a child. Her interest 
blossomed when Gideon’s failing vision 
prevented him from reading financial doc- 
uments and newspaper reports relating to 
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Thrift: 
The Concealed 
Weapon of the 
Value Investor 


“The cause of panics 
invariably was a lack of 
money, and, from 1865 to the 
end of her days, she never 
lacked money.” 


— Boyden Sparkes 
and Samuel Taylor Moore 


Hetty Green's thriftiness was legendary. 
Despite her exceptional wealth, she spent 
much of her life renting rooms in modest 
boarding houses in Brooklyn and Hobo- 
ken. Her business headquarters consisted 
of little more than an unreserved rolltop 
desk at the Chemical Bank, and she spent 
almost nothing on accessories. 


Her critics failed to appreciate the impor- 
tant principle underlying her thrift— 

a principle she learned from her father. 
She explained it by recounting how she 
once saw her father reject a gift of a 
10-cent cigar. When asked why, he replied, 
“| smoke four-cent cigars and | like them. 
If | were to smoke better ones, | might 
lose my taste for the cheap ones that | 
now find quite satisfactory.’ The prin- 
ciple embedded in this response is that 
luxuries provide no satisfaction until one 
becomes conditioned to their presence. 


Thrift is a powerful weapon for investors. 
Those who practice it experience little 
fear during financial panics because they 
know they can live comfortably on almost 
no income. High society women mocked 
Hetty's aversion to luxuries, yet many 
wished they had adopted her habits 
when they were forced to sell their pos- 
sessions during financial panics. On such 
occasions, Green was among the few 
individuals with spare cash. For this rea- 
son, investors, Companies and even city 
governments relied on her as a lender of 
last resort during hard times. 


Portrait of Hetty Green, dated 1897. 


the family business. Each day, Hetty read 
them aloud to Gideon, and she later cred- 
ited much of her business education to 
these daily sessions. Gideon passed away 
when Hetty was 13, at which point Hetty’s 
perfect eyesight and burgeoning financial 
acumen attracted her father’s attention. 
She immediately became her father’s eyes, 
while also learning the practical elements 
of business management by shadowing 
him on his daily visits to the New Bedford 
docks. By the time Hetty turned 15, her 
financial acumen rivaled that of her father. 


A Fish Out of Water 


In her late teens, Hetty attended multiple 
boarding and finishing schools. The consis- 
tent theme during her late childhood was 
her rejection of societal norms. She cared 
little for her appearance, preferring to dress 
in old clothes. Her behavior frustrated her 
mother and Aunt Sylvia, as they feared 
what the future held for a woman who only 
felt at home on the docks of New Bedford. 

When Hetty turned 20, Sylvia pressured 
her to find a spouse. Begrudgingly, Hetty 
journeyed to New York City to mingle 
with the upper crust of New York soci- 
ety. She attended many lavish balls but 
expressed little interest in finding a hus- 
band. Her relatives were exasperated when 
Hetty returned several months early to 
New Bedford with no wedding prospects. 
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Her father, however, was unable to contain 
his delight upon learning that Hetty spent 
only $200 out of her $1,200 budget, invest- 
ing the remainder in high-quality bonds. 

Within a few years of her return to 
New Bedford, Hetty’s father exited the 
whaling business and relocated to New 
York City. Hetty spent the next six years 
shuttling between New York and New 
Bedford. While residing in New York, she 
met her future husband, Edward Henry 
Green, who had amassed a substantial 
fortune of his own. Her father encouraged 
the marriage, as he was worried about 
Hetty’s ability to manage the family busi- 
ness independently when he was gone. In 
May 1865, Hetty and Edward announced 
their engagement, and they were married 
two years later. 


The Princess of Whales 


Soon after her engagement, Hetty’s father 
and Aunt Sylvia passed away. Although 
Hetty was the primary beneficiary on both 
estates, most of the assets were placed into 
trust, entitling Hetty only to the income. 
This enraged Hetty because she knew she 
could invest the assets more effectively 
and at much lower cost. She was especially 
angered by Sylvia’s will, and she initiated 
a drawn-out court case disputing its legiti- 
macy. Although never proven, evidence 
strongly suggests that Hetty forged the 
signature on an addendum to Sylvia’s will, 
which claimed that Hetty was the direct 
beneficiary of almost the entire estate. The 
court rejected Hetty’s claim. Exasperated 
by the lawsuits, Hetty and Edward Green 
moved to London soon after their wed- 
ding in July 1867. 

During her six-year stay in London, 
Hetty honed her investment skills. One 
of her more successful investments was 
in US railroad bonds. It was in this area 
that her meticulous due diligence proved 
especially valuable. During the decade 
following the Civil War, British inves- 
tors were enamored with American rail- 
road securities, but few could differentiate 
sound investments from worthless paper. 
In contrast, Hetty was not easily fooled by 
slick salesman, nor was she tempted by 
abnormally high yields. 

As if her investment activities were 
not enough, Hetty also gave birth to 
two children, Ned and Sylvia. The press 
would later criticize her parenting, but 
evidence suggests Hetty cared deeply for 
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her children. She also trained them from 
an early age in the art of frugality and the 
importance of a strong work ethic. 


Mrs. and Mr. Hetty Green 


The Greens returned to the United States 
soon after the Panic of 1873. By the start of 
the 1880s, the economy rebounded, and 
a flood of foreign capital drove massive 
overbuilding of railroads once again. 

In the early 1880s, Edward Green had 
developed a solid reputation on Wall 
Street, but he had become overconfident. 
In 1884, Green had invested most of his 
personal fortune in the stock of the Lou- 
isville and Nashville Railroad (L&N), and 


¥ \ 

Lae ‘ 
} ee: Bay 
ore ul 


A crowd gathers on Wall Street during the Panic of 1907. Hetty Green played 


he also used margin debt to leverage his 
position. In the spring of 1884, the United 
States experienced yet another financial 
panic. Simultaneously, the president of 
the L&N confessed to a massive fraud. The 
collapse of the L&N stock pushed Edward 
Green into insolvency. 

Initially, Hetty may have viewed her 
husband’s failure as no more than a dis- 
appointment, but it became unforgivable 
after the sequence of events that followed. 
At the time, both Hetty and Edward held 
their securities in custody at the private 
bank of John J. Cisco and Son. Hetty 
also held $557,000 in a cash account. The 
problem was that the Panic of 1884 also 
hit the bank hard. Sensing trouble, Hetty 


a little-known, though important, role in stemming the panic alongside J. P. Morgan. 


Skepticism, 
Persistence and 
Patience: The Soul 
of the Value Investor 


“Before deciding on an 
investment, | seek out every 
kind of information about it. 

There is no secret to great 
fortune making. All you 
have to do is buy cheap 
and sell dear, act with thrift 
and shrewdness and be 
persistent.” 


— Hetty Green 


During the Gilded Age, British investors 
were easy marks for American stock pro- 
moters. This led to repetitive cycles of 
manias, frauds, panics and crashes. The 
cycle typically began with the discovery 
of a disruptive innovation. Attracted 

by the growth prospects, British inves- 
tors purchased securities aggressively 
and drove valuations to absurd levels. 
Most securities ultimately proved to be 
of little value, and when the inevitable 
market shock arrived, investors withdrew 
their capital in a similarly indiscriminate 
manner. Disgusted by their losses, Brit- 
ish investors pledged to never invest in 
American securities again. At this point, 
American investors scooped up securi- 
ties in the few viable companies that 
remained for pennies on the dollar. In 
effect, Americans ended up owning their 
infrastructure without having to pay for it. 


Hetty Green was one of the few investors 
who never fell victim to this cycle. She 
instinctively embraced the concept of 
“margin of safety,’ which Ben Graham later 
cited as a cornerstone of value investing. 
She also left little to chance. When evalu- 
ating the prospects of potential invest- 
ments, her due diligence went far beyond 
that of most investors at the time. 
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Ego and Debt: 
The Deadly Sins 
of the Speculator 


“One thing, however, has been 
wrongly attributed to me, and 
that is speculating. | never 
speculate. Such stocks as 
belong to me were purchased 
simply as an investment, 
never on a margin.” 


— Hetty Green 


J. Pierpont Morgan once quipped that 
“Nothing so undermines your financial 
judgement as the sight of your neighbor 
getting rich” In other words, ego is often 
the root cause of reckless financial deci- 
sions. Even worse, when investors are in a 
hurry to inflate their egos, they often use 
debt to expedite the process. During the 
Gilded Age, inflated egos and reckless use 
of margin debt were common. 


Hetty Green possessed an uncanny 
immunity to these deadly sins. Although 
she aspired to be the richest woman in 
America, her objectives were always long 
term, and she cared little for her relative 
position at any moment. Her humility 
enabled her to ignore her status relative 
to others. This, in turn, provided her with 
the fortitude to shun the use of margin 
debt to accelerate the growth of her 
financial empire. 


To this day, ego and debt torment even 
the most brilliant financial minds in Amer- 
ica. The collapse of over-extended finan- 
cial enterprises and implosion of overly 
acquisitive businesses are often seeded 
by a deadly combination of inflated egos 
and excessive use of debt to fuel them. 


“A Cabinet That Can Afford It illustration from the July 26, 1905 issue of Puck magazine. 
Hetty Green is depicted at the head of the table alongside other turn-of-the-century moguls 
and financiers including J. PR. Morgan, Andrew Carnegie, Russell Sage and John D. Rockefeller. 


requested the closure of her accounts, but 
the bank demanded that she first cover her 
husband’s debt of more than $700,000. 

Hetty protested the unethical (and pos- 
sibly illegal) action by the Cisco Bank, but 
she reluctantly covered Edward’s debts 
and transferred her assets to Chemical 
Bank. She then banished her husband to 
the Union Club of New York and report- 
edly put him on a modest monthly allow- 
ance. From that moment forward, the 
press ceased referring to Hetty as Mrs. 
Edward Green. Instead, she was known as 
Mrs. Hetty Green; occasionally, journal- 
ists referred to her husband as Mr. Hetty 
Green. 


The Queen of Wall Street 


On April 18, 1906, residents of San Fran- 
cisco were jolted awake by a massive 
earthquake. Within days, most of the city 
was reduced to rubble. The earthquake 
also triggered a financial chain reaction 
that would shake the entire nation. The 
problem was the steady outflow of money 
from New York City banks and trust com- 
panies, which coincided with the typical 
autumn funding requirements associated 
with the agricultural financing cycle. 

The Panic of 1907 began in earnest after 
a newcomer to Wall Street, Otto Heinze, 
borrowed heavily in a failed attempt 
to corner the stock of United Copper. 
The failed corner bankrupted several 
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brokerages, which, in turn, triggered runs 
on trust companies and banks. If not for 
the leadership of J. Pierpont Morgan, 
the United States would have descended 
into a depression. Unbeknownst to many, 
Hetty Green also played an important role 
in stemming the panic, but her contribu- 
tions are rarely discussed. Not only did 
she lend $1.1 million to the New York City 
government at the height of the crisis, but 
she also provided a loan for $4.5 million 
several months before the panic. 

Hetty Green was well-positioned to lend 
to individuals and institutions in need 
because she foresaw the financial panic 
well in advance. Her foresight derived 
from several decades of experience serving 
as a lender of last resort. Even today, few 
investors can match her ability to visual- 
ize the ebbs and flows of credit—and this 
ability is what distinguished her most as a 
financial grandmaster. 


Discreet Generosity 


Throughout Hetty Green’s life, journal- 
ists portrayed her as a cruel miser. Like 
all people, Hetty was imperfect, but her 
transgressions paled in comparison to 
most Gilded Age financiers and stock 
operators. She made most of her money 
providing capital at reasonable interest 
rates. In fact, during many panics, she 
offered capital at below market rates. Out- 
side of her business dealings, Hetty was 
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also a caretaker. There are countless sto- 
ries of her caring for sick neighbors, and 
she also played the role of Good Samaritan 
to complete strangers. For example, while 
residing in London, she bandaged a deliv- 
ery man who had fallen from his carriage, 
while onlookers seemed content to watch 
him bleed out. When asked why she was 
viewed as a miser, she responded: 


I am not a hard woman, but because 
I do not have a secretary to announce 
every kind act I perform, I am called 
close and mean and stingy... I am a 
Quaker, and I am trying to live up 
to the tenets of the faith. That is why 
I dress plainly and live quietly. No 
other kind of life would please me. 


Hetty Green passed away on July 3, 
1916. Almost her entire estate, which was 
valued at more than $100 million, was 
split evenly between her two children, 
Ned Green and Sylvia Ann Wilks. Neither 
of her children had heirs, and upon their 
passing, Hetty’s wealth was distributed to 
63 different charitable organizations. 


A Belated Tribute to 
an American Legend 


Hetty Green was one of the most talented 
investors ever to brave the unforgiving 
securities markets of Wall Street. She was 
a pioneer of the value investing philoso- 
phy. Her nerves were tested in the Panics 


of 1873, 1884, 1893 and 1907. Not only did 
she pass each test with hardly a flinch, but 
she profited from each crisis, while many 
men forfeited their fortunes. She refused 
to cheat investors by using market manip- 
ulation and insider trading tactics, which 
were the preferred weapons of Gilded 
Age stock plungers. She never yielded to 
the temptation to boost her returns by 
using margin debt, thereby avoiding the 
catastrophes experienced by most specula- 
tors—including her own husband. Finally, 
her modesty preserved her respect for the 
dignity of all human beings regardless of 
the size of their bank accounts. 

It is uncommon for investors to possess 
any of these talents, but it is a true marvel 
when a single individual possesses all of 
them. There is no such thing as a perfect 
investor, but Hetty Green is a strong can- 
didate for the one who came closest. At a 
minimum, this establishes her as the best 
female investor in US history, and among 
the best investors regardless of gender. $ 


Mark Higgins, CFA, CFP® is a seasoned 
investment advisor with more than a 
dozen years of experience serving large 
institutional investors, such as endow- 
ments, foundations, public pension plans, 
and corporate operating reserves. He is 
also an avid financial historian and is 
publishing a book on the full history of 
the US financial system with Greenleaf 
Book Group in 2023. 


Navigating 
Monetary Currents: 
The Telltale of a 
Financial Grandmaster 


“| saw this situation 
developing three years 
ago, and!am on record as 
predicting it. | said the rich 
were approaching the 
brink, and that a ‘panic’ 
was inevitable.” 


— Hetty Green 


By the end of 1906, Hetty Green sensed 
that the monetary tide in America was 
receding, and she began raising cash 
aggressively to prepare for the inevitable 
crisis. Hardly any other investors appreci- 
ated what was happening. At the same 
time, Hetty also feared that trust com- 
panies were particularly vulnerable to a 
financial panic. When one of her friends 
asked for her opinion on the health of the 
Knickerbocker Trust in the spring of 1907, 
Hetty warned, “If you have any money in 
that place get it out the first thing tomor- 
row,’and then sarcastically added, “the 
men in that bank are too good-looking. 
You mark my words.’ 


Hetty Green was one of the only Ameri- 
cans with plentiful cash in October 1907. 
J. Pierpont Morgan is rightly credited for 
facilitating a heroic rescue of the financial 
system, but unlike Hetty Green, Morgan 
was caught by surprise. It was only after 
intense lobbying by several of his partners 
that Morgan finally grasped the gravity of 
the situation on October 19, 1907. 


Recognizing her important role as a 
leading financier, Hetty Green was the 
only woman invited to attend a critical 
meeting at the Morgan Library during 
the height of the panic. If the times were 
different, perhaps she would have led this 
meeting. 
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A Model for a Federal 
Infrastructure Bank? 


By Michael A. Martorelli 


GETTING PRESIDENT JOSEPH BIDEN’S sig- 
nature on the $1.2 trillion Infrastructure 
Investment and Jobs Act in November 
2021 only partially satisfied many legisla- 
tors’ hopes for addressing an important 
issue. The Infrastructure Bank Act of 2021 
(H.R. 3339) would create a long-term solu- 
tion to the problems of the nation’s dete- 
riorating bridges, water systems, power 
grids, etc. That bill recalls the Recon- 
struction Finance Corporation (RFC)— 
a government agency intended to be a 
temporary savior to the banking industry. 
It achieved its greatest success by making 
much-needed loans and investments to 


President Joe Biden signs the Infrastructure 
Investment and Jobs Act on November 15, 2021. 


support a wide variety of business activi- 
ties and infrastructure projects over a 
surprisingly long period of time. Even the 
well-informed readers of Financial His- 
tory may not know the full story of that 
1932 creation. 

In the autumn of 1931, President Her- 
bert Hoover was sympathetic to the prob- 
lems plaguing America. The economy had 
been weakening for two years. The Index 
of Industrial Production fell from 118 in 
October 1929 to 84 in December 1930 and 
73 in October 1931. The banking industry 
was experiencing its own period of dis- 
tress. More than 1,350 banks suspended 
their operations in 1930, costing deposi- 
tors more than $853 million. Consumers 
responded to the financial system’s prob- 
lems by withdrawing massive amounts 
of cash from their banks. The industry’s 
deposit base shrunk from more than $40 
billion at the end of 1929 to about $30 bil- 
lion by the last quarter of 1931. 

The President believed the nation’s most 
serious financial problem was the banking 
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system’s failure to provide enough credit 
to meet demand; he did not appreciate the 
fact that poor economic conditions were 
behind the lack of demand for credit by 
businessmen, farmers and consumers. He 
thought that helping the banking industry 
make more credit available to potential 
borrowers would go a long way towards 
spurring an economic recovery. He did 
not see a direct role for the federal govern- 
ment in this effort. But he did see one for 
the country’s strongest banks. 

In October 1931, President Hoover per- 
suaded a small group of New York insti- 
tutions to create a pool of up to $500 
million of capital to fund the National 
Credit Corporation (NCC). He expected 
that organization to lend those funds to 
weakly capitalized state banks that were 
not able to access the Federal Reserve’s 
lending facility. (At the time, only about 
one-third of the nation’s 22,000 banks 
were members of the Fed and able to bor- 
row money from that central bank.) Even 
while announcing the creation of this 
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voluntary effort to boost the nation’s sup- 
ply of credit and stimulate the economy, 
the President acknowledged that if the 
NCC did not achieve its goals, he was pre- 
pared to support an idea first proposed by 
Federal Reserve Chairman Eugene Meyer, 
which was to create a government agency 
to undertake those tasks. 

Unenthusiastic bankers provided only 
$150 million to fund the NCC. Moreover, 
its officers imposed strict requirements for 
collateral from banks wanting to access 
that lending facility. By the end of Novem- 
ber, the NCC had made only $10 million 
worth of loans. The President reluctantly 
acknowledged the failure of his voluntary 
plan to stimulate more bank lending. 

In December, President Hoover sent 
Congress a bill creating the Reconstruc- 
tion Finance Corporation (RFC). He 
intended for it to act like the War Finance 
Corporation (WFC)—an agency created 
in 1918 to provide financial support to 
banking institutions and vital war indus- 
tries during World War I. Congressio- 
nal hearings held during the next few 
weeks revealed the administration’s belief 
that this temporary agency could both 
strengthen the banking system and restore 
the public’s confidence in it. 

As the President signed the act creating 
the RFC in January 1932, he emphasized 
the need for this unprecedented peacetime 
effort to strengthen the banking system. 
The law authorized the new agency to loan 
money to banks and other financial insti- 
tutions, as well as agricultural and live- 
stock credit corporations. The administra- 
tion expected banks obtaining RFC funds 
to then extend more credit to their own 
customers. The law singled out railroads 
engaged in interstate commerce as the 
only privately owned companies also enti- 
tled to seek RFC loans. Massive defaults by 
carriers suffering the effects of the Great 
Depression would hurt the banks that 
owned more than 70% of the industry’s 
bonds and notes outstanding, prompting 
Congress to agree to aid that one specific 
component of private enterprise. 

The RFC Act authorized the govern- 
ment to provide $500 million in capital 
and gave the agency permission to raise 
another $1.5 billion by issuing bonds or 
debentures. The RFC was meant to be 
a temporary agency that would provide 


Portrait of President Herbert C. Hoover, 1928. 


emergency funding. Its charter would last 
10 years, but its ability to make loans was 
limited to only one. Agency officials were 
required to make quarterly reports of their 
activities to Congress; they did not need to 
disclose the names of the borrowers or the 
amounts of their loans. This quasi-pub- 
lic corporation would be operated by its 
bipartisan seven-member Board of Direc- 
tors and a staff of thousands, and it would 
be independent from Congress, the Trea- 
sury Department and the Federal Reserve. 

By the middle of 1932, the RFC had 
loaned more than $1 billion to more than 
4,000 borrowers in the approved catego- 
ries. But bank lending did not increase 
materially. Bankers were not able to 
convince the President that the lack of 
demand for loans was more problematic 
than the lack of available credit. After 
some intense negotiations with members 
of Congress, in July the President signed a 
law extending the RFC’s charter. 

The Emergency Relief and Construc- 
tion Act authorized the agency to make 
specific amounts of money available for 
unemployment relief and to help farm- 
ers and ranchers; it allocated money to 
finance self-liquidating projects, such as 
bridges and dams that could repay the 
loans from tolls or fees; and it designated 
pools of funds to finance the sale of agri- 
cultural commodities and livestock. An 
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important provision of the law demanded 
by legislators but detested by President 
Hoover required the RFC to submit to 
both the President and the Congress 
monthly reports detailing the names of 
each borrower, the amount of their loans 
and the interest rates they were paying. 
Bankers did not like having their needs for 
additional capital made public. Moreover, 
they remained skeptical of the govern- 
ment’s program to “rescue” them by forc- 
ing them to extend more credit than they 
believed was warranted. 

From February 1932 to the end of Presi- 
dent Hoover’s term in March 1933, the 
RFC loaned more than $951 million to 
banks and trust companies and another 
$325 million to railroads, thus devoting 
more than 73% of its total volume of loans 
to those groups. But since it required 
good collateral for its loans, the RFC 
tended to devote most of its resources to 
relatively strong banks. That new agency 
did stabilize the banking industry. (Only 
1,456 banks failed in 1932, costing deposi- 
tors only $715 million.) But the institu- 
tions it aided proved either unwilling or 
unable to use their additional resources 
to help the broader economy regain its 
strength. Moreover, banking panics that 
had become self-fulfilling causes of many 
failures in the past continued to occur 
throughout the year. In October, officials 
in various states began declaring bank 
“holidays” for several days and/or imple- 
menting restrictions on customers’ ability 
to make withdrawals. By February 1933, 
banks in 37 states were under some kind 
of state-imposed restrictions. 

On March 4, 1933, Franklin D. Roo- 
sevelt (FDR) was sworn in as the 32nd 
President of the United States. Early on 
March 6, he issued Proclamation 2039 
and suspended all banking transactions 
for the next four days. On March 9, he 
signed the Emergency Banking Act of 
1933. Title III directly affected the RFC by 
authorizing it to augment banks’ capital in 
another way—by purchasing newly issued 
preferred stock. 

The President demonstrated his view 
of an expanded role for the RFC in not 
only aiding banks, but also stimulating 
the economy, when he appointed current 
Board member Jesse Jones as the agency’s 
new chairman. Jones had been frustrated 
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with the RFC’s lending policies and defen- 
sive mindset. Along with the new Presi- 
dent, he viewed the agency as one that 
should be more forceful in first providing 
the banking industry with equity capital 
then prodding its managers to use their 
increased lending leverage to push out 
more business-stimulating loans. 

Bankers, fearing the government would 
soon nationalize their industry, did not 
rush to request an RFC investment. Within 
a few months, however, many saw the 
advantages of becoming a partner with 
Jones’ agency. In the nine months after 
the federal bank holiday, more than 4,000 
banks failed. However, by granting loans 
and investing in preferred stock or deben- 
tures, the RFC helped as many as 2,270 oth- 
ers survive. It used its financial resources 
to support more than 6,500 institutions in 
1934 when only 61 commercial banks per- 
manently closed their doors. By the middle 
of 1935, the agency had invested more than 
$1.3 billion to help more than 6,800 banks. 
Indeed, it owned more than 30% of the 
capital of the entire industry. 

Chairman Jones announced the “bank 
repair” program was essentially com- 
pleted. At the same time, he noted the 
success of the agency’s efforts to help the 
banks by also lending more than $447 
million to the railroads, whose debt many 
of them continued to hold. Doing so 
had enabled as much as one-third of the 
nation’s carriers to avoid receivership or 
bankruptcy. 

Even while using its resources to suc- 
cor the financial and railroad industries, 
the RFC under Jones took steps towards 
becoming the ultimate New Deal agency. 
The chairman used its unusual structure, 
dependable sources of financing and wide 
discretion over its lending and invest- 
ing activities to bankroll FDR’s vision- 
ary pursuits. Congress aided that effort 
throughout the mid-1930s by passing sev- 
eral amendments to the original RFC Act 
that broadened the agency’s authority to 
raise its own funds and to loan money to 
or make investments in a wider variety of 
entities. Lawmakers further expanded the 
scope of the RFC’s activities by enabling it 
to fund newly created government agen- 
cies charged with providing financial 
relief or assistance to various groups of 
constituents. 


Jesse Jones, chairman of the Reconstruction Finance Corporation, at work in his 
Washington, DC office in 1937. George Butler of Houston, TX is pictured with him. 


President Roosevelt took full advan- 
tage of the RFC’s ability to use its own 
sources of financing to augment the mon- 
ies that successive Congresses appropri- 
ated for his various spending programs. 
He approved most of Chairman Jones’ 
decisions, such as to lend more than $2.5 
billion to the Commodity Credit Corpo- 
ration and other agricultural financing 
agencies, to authorize $100 million for use 
by the RFC Mortgage Company and more 
than $111 million for the Federal National 
Mortgage Association, as well as to use 
$200 million to purchase all the stock of 
the Home Owners’ Loan Corporation. 

Throughout the 1930s, the RFC also 
functioned as FDR’s infrastructure bank. 
It dispersed more than $741 million to 
finance self-liquidating capital projects 
such as the Colorado River Aqueduct 
($209 million), the San Francisco-Oak- 
land Bay Bridge ($78 million) and part of 
the Pennsylvania Turnpike ($35 million). 
It also provided funds for drainage, levee 
and irrigation efforts ($85 million); rural 
electrification projects ($47 million); and 
disaster relief efforts ($12 million). 

In 1937, President Roosevelt called for 
the end of what had been intended to be 
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a temporary lending agency. But another 
downturn in the economy prompted him 
to allow it to continue. So the RFC contin- 
ued to support a variety of private indus- 
tries and government agencies. Chairman 
Jones’ February 2, 1939 report to Congress 
on the RFC’s activities from its inception 
until that date detailed more than $13.2 
billion worth of loans it authorized for 
thousands of borrowers in all 48 states. 
While distributing more than $10 billion 
in cash, it had also received more than $8.1 
billion in loan repayments from its various 
categories of borrowers. 

The Congresses that had frequently 
enabled the RFC to expand its role in 
helping stimulate the economy during 
the mid-1930s could hardly object to also 
giving it the freedom to support the gov- 
ernment’s national defense programs in 
the early 1940s. In October 1940, the RFC 
advanced $65.7 million to the Defense 
Homes Corporation—the first of thou- 
sands of companies, agencies and sover- 
eign governments it helped throughout 
the war years. Moreover, in the interest 
of national defense, Congress empowered 
the RFC to fund an assortment of newly 
created government-owned subsidiary 


Library of Congress 


Library of Congress Prints and Photographs Division 


Clerks of the Reconstruction Finance Corporation and Commodity 
Credit Corporation check and tabulate loans and interest on loans, 1937. 


corporations to accomplish a range of 
unprecedented special purposes. Among 
them were acquiring natural resources, 
stockpiling strategic minerals and metals 
and building production facilities, as well 
as constructing and operating oil refiner- 
ies and pipelines outside the United States. 
As it had done during the depression 
years, the RFC used its financial capacity 
to function as a “back door” to the US 
Treasury and augment the hundreds of 
millions of dollars Congress was appropri- 
ating to directly fund the expansion of the 
country’s military forces. 

By the end of hostilities in mid-1945, the 
RFC had distributed more than $23.2 bil- 
lion in loans, investments and advances. 
It took until mid-1947 before the agency 
was able to shut down most of the govern- 
ment subsidiary corporations it had been 
operating. By that time, it became clear 
that it had also recovered more than $20 
billion from dividends, lease payments, 
loan reimbursements, profits and the sale 
of unneeded manufacturing facilities and 
surplus war property. Congress then elim- 
inated the RFC’s ability to conduct its 
unusual wartime activities. But it allowed 
the agency to continue lending money to 


a variety of businesses, investing in public 
projects and making catastrophe loans. 
The following year, legislators expanded 
the RFC’s ability to stimulate the hous- 
ing sector by financing the construction 
of prefabricated houses and providing a 
secondary market for mortgages. 

Also at that time, congressional inves- 
tigators began a series of hearings exam- 
ining the lending practices and opera- 
tions of the RFC, focusing specifically on 
the nature of political influence, personal 
favoritism and mismanagement. The net 
result was a consensus that the RFC did 
indeed fulfill an important economic need 
by making capital easily available to the 
nation’s small businesses, but that it had 
become too big, expansive and tinged 
with corruption. Congressional leaders 
believed the country would benefit from 
a reorganization that would disband the 
frequently expanded and emboldened 
“temporary” agency and transfer its 
responsibilities to a number of perma- 
nent standalone agencies. So, in July 1953, 
Congress abolished the RFC; it created 
the Small Business Administration (SBA) 
to continue its small business lending 
activities and assigned other functions to 


the Commodity Credit Corporation, the 
Federal National Mortgage Association 
(FNMA) and the Export-Import Bank. 

Historians acknowledge the success of 
the RFC in saving the banking industry in 
the early 1930s and supplementing the gov- 
ernment’s national defense initiatives in 
the early 1940s. But they continue to debate 
the rationale of establishing an indepen- 
dent government agency to accomplish 
the goals of 1) allocating credit throughout 
the economy by filling a gap not served by 
financial institutions and 2) facilitating an 
administration’s social spending efforts. 
The RFC was created during an economic 
emergency and empowered to operate 
outside traditional federal budgetary con- 
straints. Creating a similar agency to help 
rehabilitate the nation’s infrastructure may 
or may not be on our current legislators’ 
list of priorities. $ 


Michael A. Martorelli is a Director 
Emeritus at Fairmount Partners and a 
frequent contributor to Financial His- 
tory. He earned his MA in History from 
American Military University. 
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By Bob Pisani 


No ONE CAN PINPOINT the exact date when 
it became clear that investing in index funds 
had won out over investing in active man- 
agement (particularly high-cost active man- 
agement), but Warren Buffett declaring it to 
be so was certainly a pivotal moment. 

Buffett had entered into a bet with 
Protégé Partners, a New York City money 
management firm that runs funds of 
hedge funds, that an index fund could beat 
an active manager. The bet was this: over 
a 10-year period commencing January 1, 
2008, and ending December 31, 2017, the 
S&P 500 would outperform a portfolio of 
five hedge funds of funds, when perfor- 
mance was measured on a basis net of fees, 
costs and expenses. 

Buffett, who chose the Vanguard Index 
Fund as a proxy for the S&P 500, won by 
a landslide. The five funds of funds had an 
average return of only 36.3% net of fees 
over that 10-year period, while the S&P 
index fund had a return of 125.8%. 


University of Chicago Professor James H. Lorie 
(left), director of the Center for Research in Secu- 
rity Prices, with Lawrence Fisher, associate profes- 
sor and associate director of the Center, 1963. 


the Origin 
of Indexing 


In his 2017 letter to shareholders, Buffett 
took note of the high fees of hedge fund 
managers and offered what he called a 
simple equation: “If Group A (active inves- 
tors) and Group B (do-nothing investors) 
comprise the total investing universe, and 
B is destined to achieve average results 
before costs, so, too, must A. Whichever 
group has the lower costs will win.” 

His advice to investors: “When trillions 
of dollars are managed by Wall Streeters 
charging high fees, it will usually be the 
managers who reap outsized profits, not 
the clients. Both large and small investors 
should stick with low-cost index funds.” 

Buffett was saying something that had 
been known to savvy investors and traders 
for almost a century, but which had taken 
a long time to seep into the average inves- 
tor’s consciousness. 


Unmasking the Wall Street Game 


Considering how long the stock market 
has been around, it took an awfully long 
time for researchers to figure out that 
much of the advice Wall Street was giving 
was bad advice. 
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Getting hard evidence was not easy 
in the days before computers. In 1932, 
Alfred Cowles III, whose grandfather had 
founded the Chicago Tribune, conducted 
an exhaustive survey of 16 financial services 
that had made 7,500 stock recommenda- 
tions between January 1, 1928 and July 1, 
1932; 20 fire insurance companies that had 
picked stocks from 1928 through 1931; and 
24 financial publications that made market 
forecasts from January 1, 1928 to June 1, 
1932. The results were terrible. 

On the track record of the financial ser- 
vices, Cowles concluded that “Statistical 
tests of the best individual records failed 
to demonstrate that they exhibited skill, 
and indicated that they more probably 
were results of chance.” 

On the track record of the fire insurance 
companies: “The best of these records... 
fails to exhibit definitely the existence of 
any skill in investment.” 

On the track record of the financial 
publications: “The most successful records 
are little, if any, better than what might be 
expected to result from pure chance.” 

A follow-up study Cowles conducted in 
1944 also failed to show that stock pickers 
had any predictive ability. Cowles’ achieve- 
ment was notable because of the difficulty 
he faced in a pre-computer age. Just com- 
piling the data was an immense task. 

While the Dow Jones Industrial Aver- 
age had been around since 1896, investors 
did not have a comprehensive stock mar- 
ket database. Absent a database, there was 
no way a truly comprehensive study of the 
markets could be conducted. 


Mutual Funds Take Off 


And that was a problem, because the bull 
market of the early 1950s (the S&P 500 was 
up six out of seven years from 1950-1956) 
caused a surge of interest in a then relatively 
new investment vehicle: mutual funds. 
Open-ended mutual funds with 
redeemable shares had been around since 
the 1920s. The Securities Act of 1933, cre- 
ated in the wake of the 1929 stock market 
crash, required that all investments sold 
to the public, including mutual funds, 
be registered with the government. The 
following year, the Securities Exchange 
Act of 1934 created the Securities and 
Exchange Commission (SEC) as the pri- 
mary regulator of securities, including 
mutual funds. The Investment Company 
Act of 1940 required even more disclosure 


about each investment company. 

Interest in mutual funds was slow to 
develop, but the 1950s bull market was 
the initial impetus for the expansion of 
the mutual fund business. By the end of 
1951, the total number of mutual funds 
surpassed 100, and the number of share- 
holder accounts exceeded one million for 
the first time. 

By 1954, net purchases of mutual fund 
shares exceeded that of corporate stock. It 
was the perfect moment for the American 
investor, and fortunately there was some 
brilliant work being done on investing at 
the time. 


Wall Street Enters the Computer Age 


In 1959, Louis Engel, then vice president 
of Merrill Lynch, Pierce, Fenner & Smith, 
funded a study done by Professor James 
H. Lorie at the University of Chicago. 
Engel was interested in knowing what the 
investment performance in the stock mar- 
ket relative to other types of investments 
had been. 

Engel had an obvious motivation: if 
stocks did outperform other investments, 
it would be a valuable marketing tool to 
an investment firm like Merrill Lynch. But 
no one seemed to know the answer to the 
question. 

This led to the creation of the Center 
for Research in Security Prices (CRSP) 
in 1960. Lorie set about gathering the 
first comprehensive database of the prices, 
dividends and rates of return of all NYSE 
stocks since 1926. 

When the initial database was com- 
pleted in 1964, it was estimated to contain 
between two and three million pieces of 
information. Lorie’s database enabled an 
accurate calculation of how much return 
an investor was getting from the stock 
market. From 1926 to 1960, the rate of 
return on NYSE listed stocks (with rein- 
vestment of dividends), was 9% per year. 

Lorie did not directly answer Engel’s 
initial question about how stocks per- 
formed against other investments, but 
that 9% figure was high enough for Lorie 
and his co-author Lawrence Fisher to pro- 
claim: “These rates are substantially higher 
than for alternative investment media for 
which data are available.” 

That was good news for Engel, who 
promptly made the results public and 
pushed the investing public to put more 
money into stocks. 


Hanna Holborn Gray Special Collections Research Center, University of Chicago Library 


Alfred Cowles Ill, founder and president of the 
Cowles Commission for Research in Economics. 


The Evidence Mounts: 
Wall Street Can’t Pick Stocks 


Engel may have liked the absolute returns 
stocks were generating, but he certainly 
did not want to hear that this mountain 
of data was beginning to generate some 
disturbing implications for Wall Street. 

By the mid-1960s, the evidence was 
mounting that most investors (and invest- 
ment professionals) were, as Cowles had 
suspected, terrible stock pickers, and that 
the cost of fees and commissions substan- 
tially ate into any profits that were made. 

Even mutual funds were coming under 
fire. In a 1968 paper, Michael C. Jensen 
at the University of Rochester College of 
Business evaluated the performance of 115 
mutual funds from 1955 to 1964. 

His conclusion: “The evidence on mutual 
fund performance discussed above indi- 
cates not only that these 115 mutual funds 
were on average not able to predict secu- 
rity prices well enough to outperform a 
buy-the-market-and-hold policy, but also 
that there was very little evidence that any 
individual fund was able to do significantly 
better than that which we expected from 
mere random chance.” 

This was a serious problem. It was one 
thing to say that the public were terrible 
stock pickers. To a certain extent, this 
played into Wall Street's hands. Don’t 
know how to pick stocks? Let a professional 
pick them for you through a mutual fund. 

And yet, there was now growing aca- 
demic evidence that even mutual funds 


Louis Engel, vice president of Merrill Lynch, Pierce, 
Fenner & Smith. In 1959, Engel funded a study 
by University of Chicago Professor James Lorie 

to evaluate investment performance in the stock 
market, relative to other types of investments. 


weren't able to generate excess returns, 
once fees and commissions had been 
deducted. 

At the same time, there was even more 
evidence that investors were better off 
avoiding stock picking altogether. 


Diversification: The Only 
Free Lunch There Is? 


In 1952, Harry Markowitz was a Research 
Associate at the Rand Corporation. As 
a student at the University of Chicago, 
he had worked at the Cowles Founda- 
tion for Research in Economics. In 1952, 
he published a dissertation called Portfo- 
lio Selection in which he mathematically 
demonstrated that diversifying across a 
large number of stocks reduced risk for 
investors. 

It didn’t sound like much, but the 
implications were revolutionary. Finan- 
cial Times Global Finance Correspondent 
Robin Wigglesworth summarized Mar- 
kowitz’s thesis in his book on the history 
of indexing, Trillions: How a Band of Wall 
Street Renegades Invented the Index Fund 
and Changed Finance Forever: 


Markowitz suggested that all inves- 
tors should really care about was how 
the entire portfolio acted, rather than 
obsess about each individual secu- 
rity it contained. As long as a stock 
moved somewhat independently of 
the others, whatever its other virtues, 
the overall risk of the portfolio— 
or at least its volatility—would be 
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reduced. Diversification, such as can 
be achieved through a broad, passive 
portfolio of the entire stock market, 
is the only “free lunch” available to 
investors, Markowitz argued. 


Markowitz’s thesis became the founda- 
tion for what is now called Modern Port- 
folio Theory (MPT) and would win him 
the Nobel Memorial Prize in Economic 
Sciences in 1990. 

The idea that an investor could reduce 
risk through diversification was now in 
the air. Another important impetus to 
indexing came in the mid-1960s, when 
Eugene Fama and others developed the 
Efficient Market Hypothesis. It held that 
asset prices reflect all available informa- 
tion, and because prices reflect all avail- 
able information about the future payout 
of dividends and earnings, there is no 
good or bad time to enter the market. 

These two concepts—Modern Portfolio 
Theory and the Efficient Market Hypoth- 
esis—combined to produce a powerful 
conclusion: The best way to reduce risk 
through diversification is to own the entire 
market. The issue was, how could that be 
accomplished? 


The Birth of Indexing 


In the early 1960s, Ransom Cook, the 
chairman of Wells Fargo, attended an IBM 
conference in which a Smith Barney ana- 
lyst, John McQuown, talked about using 
computers to pick stocks. McQuown had 
a degree in mechanical engineering from 
Northwestern University, and was keenly 
interested in statistical analysis of the 
stock market and how an index fund 
might be set up. 

Cook was so intrigued he offered 
McQuown a job immediately. For the 
next decade, McQuown was a director of 
the Management Sciences Group at Wells 
Fargo, a think tank that reported directly to 
Cook. He eventually became the founder 
of Wells Fargo Investment Advisors, the 
bank’s investment advisory subsidiary. 

The first index portfolio was begun in 
1971 and funded by an unlikely source: the 
Samsonite luggage company’s $6 million 
pension fund. It was indexed to the 1,500 
stocks on the NYSE, but the difficulty in 
managing the constant updating of 1,500 
stocks caused Wells Fargo to soon set up a 
separate fund, this one indexed to the S&P 
500, and to fold the Samsonite fund into it. 


Index investing pioneer and Vanguard Founder Jack Bogle. 


An index fund was now in existence, 
but it attracted very little attention. Jack 
Bogle, who was also on a somewhat lonely 
quest to develop a fund tied to the S&P 
500, was aware of the efforts at Wells 
Fargo. In 1976, he launched his own fund, 
the First Index Investment Trust. 

But getting investors to sign on to a 
fund that merely mimicked the S&P 500 
was no easy task; fund managers openly 
ridiculed the idea, claiming that investors 
should be trying to beat the market, not 
merely perform in-line with the market. 
There was an additional problem: these 
funds could not be traded during the day. 

Smart people began asking the next 
logical question: is there another way to 
buy, sell and own an index fund? 


The Birth of the ETF Business 


The October 1987 stock market crash 
helped create the impetus for the next 
big development: the birth of Exchange- 
Traded Funds (ETFs). The SEC issued 
a long report analyzing the crash four 
months later and suggested that had inves- 
tors had a market-based instrument like 
the S&P 500 that could be traded intraday, 
it might have mitigated the impact. 

What they were describing was what 
became known as an Exchange-Traded 
Fund, which could wrap the 500 stocks of 
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the S&P 500 into a single security and that 
could trade intraday, just like a stock. 

Nate Most and Steven Bloom were lis- 
tening. Most was head of product devel- 
opment at the American Stock Exchange, 
and Bloom was his right-hand man. 

Princeton University Economist Bur- 
ton Malkiel was a governor at the Amex 
and chaired the new products committee. 
When Most brought up the ETF concept, 
Malkiel enthusiastically endorsed the idea. 

And with good reason. Malkiel’s 1973 
book, A Random Walk Down Wall Street, 
had helped popularize the idea that stocks 
exhibit a “random walk” pattern, that it 
was not possible to consistently outper- 
form the stock market and that investors 
were better off in broadly diversified index 
funds. In the 20 years since its publication, 
it had become an investment classic. 

After several false starts and battles with 
the SEC and the Commodities Futures 
Trading Commission (CFTC), Most and 
Bloom joined forces with State Street 
Global Advisors to launch the Standard 
& Poor’s Depositary Receipt, the first US- 
based ETF, on January 29, 1993. 

Like the Vanguard 500 Index Fund, the 
SPDR, as it came to be known, tracked the 
S&P 500. But the ETF structure had sev- 
eral advantages over a mutual fund: 


e It was structured as a Unit Investment 
Trust (UIT), which unlike a mutual 


fund did not need an asset manager or 
a board of directors, which kept costs 
lower. 


e It could be traded intraday, just like a 
stock. 


e It had no minimum purchase require- 
ment. 


e The annual fees were lower than most 
comparable mutual funds. 


e It was more tax efficient than a mutual 
fund. When mutual funds sell shares, 
it usually generates capital gains that 
become taxable for shareholders. An 
ETF may have to sell shares to meet 
investor redemptions, but these sales 
are made to a market maker (known as 
an “authorized participant”) and do not 
create a taxable event. 


No Love for ETFs from Wall Street 


Despite the advantages, the SPDR did not 
initially take off. Like Bogle’s Vanguard 
500 Index Fund, much of Wall Street was 
not in love with the product. 

“There was tremendous resistance to 
change,” said Bob Tull, who was devel- 
oping new products for Morgan Stanley 
at the time and was a key figure in the 
development of ETFs. Mutual funds and 
broker-dealers quickly realized there was 
little money in the product. There was 
a small asset management fee, but no 
annual shareholder servicing fee. The only 
thing they could charge was a commission. 

It was retail investors, who began buy- 
ing through discount brokers, that helped 
the product break out, thanks to a strong 
marketing push from the Amex. 

The SPDR was quickly followed by the 
MidCap SPDR (now the SPDR S&P Mid- 
cap 400 ETF) in 1995. In 1996, Tull, while 
still at Morgan Stanley, helped launch a 
series of 17 products, World Equity Bench- 
mark shares (WEBS), that tracked indexes 
tied to different countries. 

These new products differed in one 
important way from the SPDR products: 
they were structured as an open-end fund, 
rather than a Unit Investment Trust (UIT). 
This offered several advantages: dividends 
could be reinvested, shares could be lent 
out and open-end funds had an asset 
manager that wasn’t required to own each 
company in the index in exact proportion 
to the weighting in the S&P 500. 


The Right Product at the Right Time 


While it started off slowly, the ETF 
business came along at the exact right 
moment. Its growth was aided by a conflu- 
ence of two events: 1) the growing aware- 
ness that indexing was a superior way of 
owning the market over stock picking; 
and 2) the explosion of the internet and 
dot-com phenomenon, which helped the 
S&P 500 rocket up an average of 28% a 
year between 1995 and 1999. 

In 1997, there were just 19 ETFs in 
existence (17 of which were international 
products, the WEBS). By the end of 2000, 
there were 80. The dot-com bust slowed 
down the entire financial industry, but 
within a few years the number of funds 
began to increase again. 


The Gold ETF Makes 
Commodity Investing Viable 


The year 2004 was an important year for 
the ETF business. The market was com- 
ing out of its 2000 dot-com funk, and the 
ETF business was growing again. It was a 
year one of the world’s most recognizable 
investments—gold—was available to buy 
as an ETF. 

Investors who wanted to own gold had 
limited choices up until then. They could 
own gold bars or gold coins, but storage 
was not an easy matter. They could own 
gold futures, but that involved another 
layer of complexity. They could own gold 
mining stocks, but there was an imperfect 
relationship between gold and gold stocks. 

When the StreetTracks Gold Shares 
(now called SPDR Gold Shares, symbol 
GLD) went public on November 18, 2004, 
it represented a quantum leap in mak- 
ing gold more widely available. The gold 
was held in vaults by a custodian. It 
tracked gold prices well, though as with 
all ETFs there was a fee (currently 0.4%). 
It could be bought and sold in a brokerage 
account, and even traded intraday. 


The ETF Business Takes Off 


The GLD was the first commodity-based 
ETF in the United States, but others 
quickly followed. The entire ETF industry 
benefitted from increasing awareness that 
active management was not, for the most 
part, producing market-beating returns. 
Bogle was slowly winning the argument. 
From almost nothing in 1996, ETF assets 


under management in the United States 
went up almost 400% between 2000 and 
2005. ETFs gained even more adherents 
after the Great Financial Crisis in 2008- 
2009, which convinced more investors that 
trying to beat the markets was futile. 


ETFs: Poised to Take Over 
from Mutual Funds 


After pausing during the Great Finan- 
cial Crisis, ETF assets under management 
took off and have been more than dou- 
bling every five years. 


US ETF assets under management 
1996 $2.4 billion 

2000 $65.5 billion 

2005 $300.8 billion 

2010 $991.9 billion 

2015 $2.1 trillion 

2020 $5.5 trillion 


Source: Investment Company Institute 


The Covid pandemic pushed even more 
money into ETFs. By the end of 2021, 
over $7 trillion was in US-based ETFs. 
The mutual fund industry still had signifi- 
cantly more assets (about $23 trillion), but 
that gap is closing fast. From a measly 80 
ETFs in 2000, there are now over 2,200 
ETFs operating in the United States. 

Mutual funds, by contrast, have seen 
their numbers decline in the past 20 years, 
even as the dollar value has risen due to 
the rise in the stock market. 

“ETFs are still the largest growing asset 
wrapper in the world,” said Tull, who has 
built ETFs in 18 countries. “It is the one 
product regulators trust because of its 
transparency. People know what they are 
getting the day they buy it.” $ 


Bob Pisani is Senior Markets Correspon- 
dent for CNBC. A CNBC reporter since 
1990, he has covered Wall Street and 
the stock market for over 25 years. In 
addition to covering the global stock 
market, he also covers IPOs, ETFs and 
financial market structure for CNBC. He 
is a member of the Museum of Ameri- 
can Finance’s Board of Trustees and the 
author of Shut Up and Keep Talking: 
Lessons on Life and Investing from the 
Floor of the New York Stock Exchange 
(Harriman House, 2022), from which this 
article has been adapted. 
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By Derek Lidow 


Entrepreneurs were a respected and 
important part of Mesopotamian life, 
playing a critical role in the success of the 
first major civilization as agents of local 
and long-distance trade and exchange. A 
merchant class arose from these entrepre- 
neurs supported by virtually every king of 
every city-state in the region. 

The city-state of Uruk dominated Mes- 
opotamia politically from 3700 to 3100 
Bc. Uruk’s location, near fertile bogs and 
navigable waterways, kept its citizens fed, 
but the landscape lacked other critical 
materials required for building the first 
major city. There was no local access 
to hardwood, stone, metals or beautiful 
minerals such as lapis lazuli, used by elites 
and temple priests for ornamentation to 
display their status and power. 

Over this 600-year period, Uruk’s rul- 
ers tried to centrally manage its long-dis- 
tance trade by creating dozens of fortified 
trading outposts to secure trade routes 


Top: Indus Valley seals used for marking 
property ownership, circa 2500-1500 BC. 
Left: The stele of the Code of Hammurabi. 


to obtain logs from present-day Lebanon 
and copper from northeastern Turkey. 
Archeological evidence shows that many 
of these forts were unwelcome and sub- 
sequently attacked by local populations. 
They required considerable resources to 
protect and maintain, resources the city- 
state could not afford given Uruk’s fast 
growth and need to defend itself from 
rivals that envied its power and prosperity 
and sought to emulate its tactics. 

By 3100 Bc, all Uruk’s trading outposts 
had been either destroyed or abandoned, 
so the ruling elite of the city-state tried a 
new strategy to maintain a flow of goods 
into the city. The rulers and city adminis- 
trators began to invite citizens they knew 
and trusted to take individual responsibil- 
ity for specific trade missions. 

To induce traders to undertake their 
risky missions, administrators consigned 
to them the materials they could trade. 
The city owned a surplus of textiles and 
baskets that Uruk’s citizens had made and 
paid in tribute, a form of taxation. The 
city further incentivized traders with the 
opportunity to keep whatever profits they 
earned from their actions. It was up to the 
traders themselves to get as much copper 
or timber as they could in return for the 
baskets and textiles they were given on 
consignment. If they did not bring back 
the minimum amount, however, they 
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were liable for the difference. The city 
charged the traders interest on the value 
of their consignment to ensure that they 
returned as quickly as possible. 

The strategy worked so well that within 
a few generations, other Mesopotamian 
city-states copied this consignment trad- 
ing system. Some merchants amassed sig- 
nificant assets and wealth independent 
of the ruling elite. Regional trading was 
so vigorous and important to the well- 
being of the culture that explicit rules 
were enacted in many city-states requir- 
ing entrepreneurs to document their 
contracts. They also had to keep written 
records to reasonably adjudicate the dis- 
putes that would inevitably arise. We’re 
fortunate to have found and translated 
many of these tablets. 

Within a few generations of empower- 
ing independent traders, they began to 
write about their “profit,” or mas, which 
also meant “interest,” as in an extra pay- 
ment in addition to the original loan. 
From that point forward, the archeologi- 
cal record is awash with tens of thousands 
of records of Mesopotamian entrepre- 
neurs, describing what they produced or 
sold, how they acted and what they needed 
to do to capture this profit. 

The system of using entrepreneurs to 
direct and control long-distance trade 
between city-states (what today we would 
think of as the city-states’ supply chains) 
remained in place throughout the region 
until Alexander the Great took control 
around 2,000 years later. The records 
describe ancient Mesopotamia as a 
dynamic entrepreneurial culture that, in 
many ways, worked the same as Silicon 
Valley does today, as have many other 
entrepreneurial societies throughout time. 

In this example, we see how the world’s 
oldest major civilization embraced and 
encouraged entrepreneurial behavior: 
Mesopotamian culture revolved around 
city-states ruled by ambitious kings who 
controlled territories poor in resources 
that were critical to the prosperity of 
their kingdoms and the support of their 
elites. These kings adopted a successful 
and resource-efficient strategy of forming, 
and then supporting, an entrepreneurial 
class independent of the ruling elite that 
innovated and mastered skills associated 
with all types of trade. 

The Indus Valley civilization also had 
a thriving entrepreneurial culture. As 
the most geographically expansive and 
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Cuneiform tablet with caravan 
accounts, Kanesh, circa 1800 BC. 


diverse culture on the planet in its heyday 
(2500 to 1900 BC), it spanned the western 
Himalayan drainage basin, running 2,000 
miles north to south and 500 miles west 
to east. Its two great cities, Harappa and 
Mohenjo-Daro, had the most advanced 
urban amenities of the time, including 
indoor plumbing and toilets. 

The ubiquity and uniformity of their 
stone weights and measures show that 
they maintained set rules and regulations. 
They even produced standardized clay and 
stone seals that were used for marking 
property ownership. But how they gov- 
erned themselves peacefully for such a 
long time remains a mystery. There are no 
records of large public buildings or showy 
palaces, nor is there evidence of any central 
warehouses where food would have been 
collected for redistribution. The daily lives 
of those cities’ inhabitants also remain 
obscure. These mysteries are even more 
tantalizing because this civilization had a 
writing system that we have yet to decipher. 

What we do know is that as early as 
4000 BC, members of the Indus Valley 
civilization were traveling significant dis- 
tances and climbing or descending con- 
siderable heights to exchange their surplus 
goods, manufactured or harvested, with 
others. The village of Mehrgarh, located 
about 100 miles north of Mohenjo-Daro, 
included a central market. There, arche- 
ologists have found extensive evidence 


Metropolitan Museum of Art 


of foodstuffs and commodities grown or 
produced in distant parts of the region. 
Items from the highlands are very dif- 
ferent from those of the lowlands or the 
seashore, and apparently some among 
the population were highly motivated and 
felt safe enough to travel extensively to 
acquire things they found unique, exotic 
or desirable. 

The general population, not just elites, 
particularly valued high-quality pottery 
and jewelry in the form of beads and 
bangles. The cultural demand induced 
craftspeople to innovate and specialize to 
make their products more desirable, spur- 
ring the move of production from their 
homes to separate workshops as early as 
3300 BC. Indus craftspeople developed a 
long list of remarkable technologies that 
enabled them to transform and manipu- 
late materials to produce new colors and 
complex patterns in refined shapes and a 
wide variety of sizes. The most culturally 
prized objects, stoneware bangles for the 
arms and legs, were produced in neigh- 
borhoods surrounded by walls, and only 
in the two large cities. Due to this arrange- 
ment, it has been speculated that bangle 
producers wanted to protect their secret of 
producing unique ceramic lusters by firing 
them in tightly controlled atmospheres. 

It is unknown whether the bangle mak- 
ers were entrepreneurial, because their 
craft may have been controlled by some 
other group, perhaps a trade association, 
meaning that they may not have been self- 
directed in their actions. 

On the other hand, entrepreneurs were 
almost certainly among the Indus Valley 
pottery and bead producers. While they 
tended to congregate in neighborhoods, 
theirs were not closed off, and they could 
also be found in other cities and towns. 
They produced products that varied and 
used diverse techniques to make them. 

There was no centralized control or 
standardized methodology. They were, by 
all accounts, self-directed, at least those 
who were not precisely and unthinkingly 
following the actions prescribed by their 
entrepreneurial ancestors. 

Cuneiform tablets mention that at least 
a few Indus Valley traders made it all the 
way to Mesopotamia, which means they 
had contact with that region’s entrepre- 
neurial traders. Persian Gulf traders of the 
time also would have been exposed to the 
entrepreneurial behavior of their Meso- 
potamian brethren and may have passed 


www.MoAF.org | Fall 2022 | FINANCIAL HISTORY = 25 


some of those practices and behaviors to 
the Indus traders they dealt with. (Indeed, 
Indus Valley jewelry and seals have been 
found along the coast of the Persian Gulf 
and in Mesopotamia.) 

Though no one knows for sure, it’s safe 
to suspect that Indus Valley long-distance 
traders were as entrepreneurial as the 
craftspeople who supplied them. 

Governmental need spurred entrepre- 
neurship in Mesopotamia; governmental 
neglect spurred it in ancient Egypt. In 
the Indus Valley civilization, it was their 
cultural appreciation for diversity among 
their craftspeople, particularly those who 
made jewelry and pottery, that inspired 
entrepreneurs to innovate. 


At the Bottom of the Celestial Order 


Unlike some of the other ancient entre- 
preneurs, we know the name Zidong not 
by accident but because he was a disciple 
of Confucius and the first entrepreneur 
to be mentioned in Chinese literature. 
Confucius conferred on Duanmu Ci the 
name Zidong and refers to him this way 
throughout The Analects, the compen- 
dium of Confucian sayings compiled after 
the philosopher died in 479 Bc. 

Zidong was a wealthy merchant when 
he came to study with Confucius and 
his other disciples. To Confucius, Zidong 
was emblematic of what Chinese culture 
considered a good entrepreneur: loyal, 
intelligent and strategic; a person to whom 
profit-making was of lower priority than 
creating harmony for his family, and who 
revered his leaders, elders and ancestors. 

Zidong understood his place in ancient 
Chinese society and his responsibilities to 
others. Entrepreneurship was also implicit 
in a core Chinese belief that everyone has 
an appropriate place in a harmonious 
society. Of greatest importance to order, 
and therefore at the top of the natural 
hierarchy, were strong and learned lead- 
ers; followed by farmers, who produced 
what was needed for life; then artisans, 
who created products that made living 
easier and more enjoyable; and, finally, 
merchants, who sought to profit off the 
work of others. 

But entrepreneurs existed in China 
long before Confucius’s time. The Chinese 
character for profit is “li,” a combination 
of the characters for “rice field” and “the 
sharp point of a plow.” The character has 
an ancient provenance, showing up before 
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Drawing of Chinese philosopher Confucius, who was the teacher of Zidong, 
the first entrepreneur to be mentioned in Chinese literature. 


1000 BC. Clearly, people noticed that Chi- 
nese farmers who invested in sharp plows 
had greater yields and were wealthier. The 
character also meant “auspicious,” as in 
good fortune. “Profit” and “good fortune” 
were synonyms in ancient China. 
Determining the earliest roots of Chi- 
nese entrepreneurship can only be specu- 
lative, given the currently available his- 
torical record. By the beginning of the 
Shang dynasty in 1460 Bc, there were two 
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large bronze-making workshops outside 
the walls of Zhengzhou Shang City, which 
may indicate that some bronze ritual vases 
and utilitarian objects, like belt buckles, 
were produced by independent artisans 
and not controlled by the ruling elite. 
Prior to this date, all workshops—bronze 
or otherwise—were located in close prox- 
imity to the palaces of local rulers. Mer- 
chants may have acted independently to 
facilitate the trade of some local exotic 


foodstuffs, crafts or perhaps even fine 
textiles. Merchants were a well-established 
part of Chinese social hierarchy from 
around 1000 Bc at the latest, 500 years 
before Confucius, but evidence of either 
merchants or independent artisans before 
the Zhou dynasty is scant. 


Continental Connective Tissue 


Entrepreneurs developed independently, 
and in many forms, throughout America. 
The Chavin, dating from 850 to 200 BC, 
allowed self-directed industry and trad- 
ing. The wealthy and sophisticated Chavin 
culture encompassed all of the Peruvian 
coast and the watershed of the central 
Andes. The archeological record from 500 
BC on shows evidence of a wide assort- 
ment of pottery types and styles produced 
in many locations, all using different tech- 
niques and materials, making their way to 
the capital. The distribution of utilitarian 
ceramics points to Chavin rulers’ encour- 
agement of and reliance on entrepreneur- 
ial behavior centered in the surrounding 
towns and villages to provide residents 
with goods and diverse foodstuffs. 

Mesoamerica also contains evidence 
of a system that relied on independent 
artisans and traders. From extensive stud- 
ies of the Valley of Oaxaca, we know that 
villages specialized in producing certain 
types of goods, baskets, tools and foods 
by 200 ap. This production was located in 
and around individual homesteads with 
easy access to market plazas, which were 
connected to one another by roads. Dur- 
ing this same period, Mayan rulers, like 
the pharaohs, controlled the production 
and trade of high-status objects such as 
jade and metals but left the production 
and trade of other items to individuals. 

Farther north in central Mexico, an 
entrepreneurial golden age of both utili- 
tarian and luxury goods flourished around 
950 AD. A specific group of people, the 
pochteca, carried out all long-distance 
trade throughout the Triple Alliance, 
commonly referred to as the Aztecs. The 
pochteca were self-directed in how they 
negotiated and traded, but they had to pay 
taxes and satisfy the needs of the ruling 
elite in return for their monopoly position 
in long-distance trade. 

This is normal, of course. Entrepreneur- 
ial activities are always subject to the con- 
straints imposed on them by rulers and 
governments, and that was no different 


in the case of the pochteca. For example, 
a subgroup, the tlatoani, were expert in 
procuring slaves required for sacrifice and 
menial labor in large construction proj- 
ects, while another subgroup, the tencu- 
nenenque, focused on procuring objects 
for the ruler to demonstrate power and 
prestige, as well as providing useful infor- 
mation about distant towns and tribes to 
rulers and military leaders. 

During this time, both utilitarian and 
luxury goods were created by indepen- 
dent artisans, often working in specialized 
neighborhoods with workshops attached 
to their homes. Trade and political net- 
works facilitated the transfer of goods over 
roads and waterways, enabling the expan- 
sion of production to supply local, regional 
and export consumption. Production and 
trade thrived during the Triple Alliance, 
and contemporary conquistador accounts 
marveled at the activity and breadth of 
products available in the markets when 
they arrived in 1521; “more varied than a 
European city” they wrote. 


An Everywhere Behavior 


Evidence exists throughout ancient his- 
tory of entrepreneurial behavior that 
developed independently of any urbaniza- 
tion or social hierarchy. Hunter-gatherers 
practiced entrepreneurship to take control 
of their own future. The beads produced 
in Wadi Jilad required extensive effort, 
and far more were manufactured than the 
group could have wanted for themselves, 
or even for the purpose of lavish gifting. 
This excess production helped the group 
ensure their livelihood. The Cabezo Juré 
clan also expended immense effort in trav- 
eling thousands of miles looking for an 
ideal location to produce copper tools— 
they, too, wanted control. 

The archaeological record proves that 
entrepreneurship eventually develops in 
all urban cultures throughout the world, 
while many systems develop in turn to 
control, restrict or encourage entrepre- 
neurial behavior. The extent to which peo- 
ple can choose to make or collect desirable 
assets for themselves in exchange for per- 
forming specialized skills varies with the 
level of trust that develops between rulers 
and their citizenry. 

The kings in Mesopotamia and the 
Aztec empire trusted a distinct class of 
entrepreneurs to oversee the trade that was 
essential to their power and legitimacy. 


Whoever governed the city-states in the 
Indus Valley appears to have encouraged 
widespread entrepreneurial behavior in 
both the production of goods and trade. 

Mayan, Egyptian and Chinese rulers 
controlled the distribution of prestigious 
goods and foodstuffs around their capitals 
but deferred to entrepreneurs to sup- 
ply the commodities needed and wanted 
by more distant citizenry, or simply 
ignored them. Entrepreneurship eventu- 
ally appears within every form of economy 
and every type of society, however it is 
controlled. 

As entrepreneurship develops, it 
changes the societies in which it operates. 
It expands the breadth of the goods avail- 
able as entrepreneurs work to improve 
their standard of living, which also 
improves the standard of living of the peo- 
ple they deal with. An essential by-product 
of entrepreneurship is that it forces change 
on its customers, not by physical force but 
by force of desire and consumption. Soci- 
eties do not require entrepreneurs to exist, 
nor do entrepreneurs coerce rulers of 
city-states or kingdoms to let them oper- 
ate—their legitimacy comes from satisfy- 
ing desires that rulers cannot. 

Entrepreneurship is a primal force that 
drives some people living in groups to 
expend huge amounts of energy and take 
risks to deliver products and services to 
others. As a force that shapes how societ- 
ies operate and what they consume, it is 
clearly something we need to understand 
much better. $ 


Derek Lidow is a professor at the Keller 
Center for Innovation in Engineering 
Education at Princeton University. He 
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This article has been adapted from The 
Entrepreneurs: The Relentless Quest for 
Value by Derek Lidow (November 2022), 
published by Columbia Business School 
Publishing. Copyright © 2022 Derek 
Lidow. Used by arrangement with the 
Publisher. All rights reserved. 
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APPLYING HAMILTON'S 
P idet REPORT TO AMERICAN 


By Eric Brothers 


ALEXANDER HAMILTON’S 1791 “Report on 
the Establishment of a Mint” (hereaf- 
ter, “the Report”) is an iconic financial 
document in which the first Secretary of 
the Treasury carefully plotted the future 
money of the United States. However, 
when Congress considered the Report and 
enacted the Coinage Act of 1792, impor- 
tant elements were excluded. 


The Unit of Account in 
Both Gold and Silver 


A main theme of Hamilton’s Report was 
that the national unit of account would be 
the dollar. Through images and mottos, as 


Portrait of Alexander Hamilton 
by Walter Robertson, circa 1794. 


well as everyday use, the dollar (both in 
gold and silver) would promote the bime- 
tallic standard Hamilton desired. It would 
also provide a tangible embodiment of 
being an American and would help citizens 
identify with the United States as a nation, 
not just with their individual states. The 
idea was for the new American coinage 
to push out of circulation the ubiquitous 
Spanish-American eight reales (also called 
“pieces of eight” or “Spanish dollars”) and 
other international coins, as well as the 
myriad state coins then in circulation. 

It was important to Hamilton to mint 
both gold and silver one-dollar coins. In 
Alexander Hamilton on Finance, Credit, 
and Debt, Richard Sylla and David Cowen 
write, “The gold dollar’s main purpose was 
to make the bimetallic standard real by 
having a coin of the same denomination 
in both metals.” Congress did not include 
Hamilton’s gold dollar in the Coinage Act. 
In fact, the Mint only produced a gold dol- 
lar from 1849 to 1889. However, the Coinage 
Act did include the quarter eagle ($2.50), 
half eagle ($5) and eagle ($10) gold coins. 
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Removal of Foreign Coins 
from US Circulation 


Among the themes in Hamilton’s Report 
was ending the circulation of foreign coins 
within a three-year period. He provided 
some latitude for the Spanish dollar to 
remain in circulation for a longer time. 
The intention was to have all foreign 
coins brought to the Mint to be melted 
into bullion and used to strike the new 
national coinage, with iconic imagery 
and mottos. This was part of Hamilton’s 
concept of employing American coin- 
age to create connections between the 
American people and the nascent United 
States, although the coins were intended 
for international trade and not solely for 
domestic consumption. 

However, this important proposal was 
not included in the Coinage Act of 1792, 
and foreign coins were allowed in com- 
merce as legal tender until the Coinage Act 
of 1857. Thus, an important and volumi- 
nous source of bullion was not available to 
produce the new national coinage. During 


the 1790s, silver mining production in 
the United States was virtually nonex- 
istent. Therefore, Congress’ decision to 
allow foreign coins to continue circulating 
unabated severely hampered the Mint’s 
ability to produce a large quantity of 
American coinage for everyday commerce. 


The Proper Alloy in US Silver Dollars 


Hamilton determined the fineness of the 
silver dollar to be 371.25 grains of silver 
with a gross weight of 416 grains. The 
alloy was to be 44.75 grains of copper. 
The Coinage Act of 1792 concurred with 
Hamilton’s proposal regarding the com- 
position of the silver dollar. 

However, Mint assayer Albion Cox 
found the statuary fineness of .89243 com- 
plicated and difficult to attain. Cox pro- 
posed maintaining the 371.25 grains of sil- 
ver, but lowering the copper content to 41 
grains, thus resulting in a 412.25 grain silver 
dollar of .900456 fine silver. In response to 
Cox’s suggestion, Mint Director David 
Rittenhouse proposed that they increase 
the silver content to 374.75, which would 
result in a total coin weight of 416 grains 
at .90084 silver fineness. Even though this 
plan was not authorized by Congress—and 
in fact was hidden from Congress and the 
President—the Mint coined silver at this 
unlawful ratio for over a year. 

This new standard was used to strike all 
1,758 of the 1794 Flowing Hair silver dol- 
lars and all 203,033 of the 1795 (both Flow- 
ing Hair type and Draped Bust type) silver 
dollars. In The U.S. Mint and Coinage, 
Don Taxay writes, “The most immediate 
effect of this practice was that deposi- 
tors of silver had to pay an additional 2% 
grains bullion (about 1% extra) for every 
dollar they received.” John Vaughn was 
a friend of President George Washington 
and a large bullion depositor at the Mint. 
Due to that unorthodox and unlawful 
practice, he lost $2,260 and petitioned 
Congress for its reimbursement. It took 
from 1795 until February 1800 for Con- 
gress to finally pay Vaughan for his losses. 


The US Silver Dollar as 
a Circulating Medium 


The Flowing Hair dollar of 1794 was the 
first silver dollar the US Mint produced. Its 
mintage of 1,758 was indeed small, followed 
by 160,295 pieces struck in 1795. That same 
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An 1804 four reales (top) and a 1799 two reales (bottom) from Spanish America. 
Hamilton wanted such coins withdrawn from circulation within three years and used as 
bullion for the new American coin issues. But Congress did not include this important 
suggestion in the Coinage Act of 1792, and they remained legal tender until 1857. 


year saw 42,738 of the new Draped Bust 
dollars minted in Philadelphia. One would 
imagine that these new American dollars— 
Hamilton’s national unit of account pre- 
scribed as such in the Coinage Act—would 
be popular and become an instrument of 
commerce in daily business transactions. 
Unfortunately, that did not happen. 

The new US silver dollars had less silver 
than the omnipresent Spanish-American 
eight reales. The standard US silver dol- 
lar had 371.25 grains of silver, while full- 
bodied Spanish dollars had around 377.25 
grains. Regardless of this difference, the 
US dollar and the Spanish dollar traded at 
par in the West Indies. Therefore, it was 
advantageous for merchants to partake in 
a continuous cycle of exchange arbitrage; 
they would ship American silver dollars to 
the West Indies and trade them for Span- 
ish dollars. In this manner, the US silver 
dollars virtually disappeared from circula- 
tion. The vast majority were shipped off as 
part of the China trade, where they were 


discounted and melted into Chinese bul- 
lion, called sycee. 

This mass exodus of US silver dollars 
caused the Mint to end their production 
after 1803; President Thomas Jefferson for- 
mally suspended their production in 1806. 
The next time a silver dollar was struck for 
general circulation was in 1840. 


The Correct Silver to Gold Ratio 


The correct ratio between silver and gold 
was important, for as Sylla and Cowen 
write, “Hamilton realized that if one of 
the precious metals was overvalued at a 
future US Mint vis-a-vis the other, it would 
dominate the actual circulating money 
supply because people rationally would 
import the overvalued metal and export 
the undervalued one...” Therefore, it was 
of great importance to properly set the 
relative value of the two metals. If the 
bimetallic standard was correct, then the 
potential existed to increase the overall 
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Mintages of US Silver Dollars (1794-1803) and Survival Rates 


Year/Type Original Mintage 
1794 Flowing Hair 1,758 
1795 Flowing Hair 160,295 
1795 Draped Bust 42,738 
1796 Draped Bust 79,920 
1797 Draped Bust 7,776 
1798 Draped Bust 327, Se" 
1799 Draped Bust 423,515* 
1800 Draped Bust 220,920* 
1801 Draped Bust 54,454 
1802 Draped Bust 41,650 
803 Draped Bust 85,634 
TOTALS 1,446,196 


Approximate Survivors 
150 
4,100 


990 
1,600 
26,020 


*Silver dollars for these years (1798-1800) were worth $1.03 when they were minted. 
They most likely bypassed the West Indies and were sent directly into the China trade. 


money supply and make available a variety 
of denominations for everyday business 
transactions. 

With that in mind, Hamilton pored 
over myriad documents concerning gold 
and silver valuations in numerous Euro- 
pean nations. After countless hours study- 
ing those documents and considering the 
market value of gold and silver in Amer- 
ica, he arrived at a 15:1 silver to gold ratio. 

The 15: ratio that Hamilton included 
in his Report was enacted as law in the 
Coinage Act of 1792 and in essence was 
set in stone. It remained until the Coinage 
Act of 1834, when the ratio was changed to 
16:1. However, there was a problem. 


Gold coins were undervalued from 
1794 to 1834 and, thus, became de facto 
bullion, resulting in quite a bit of gold 
vanishing from US shores. An 1819 House 
committee report states, “Gold is esti- 
mated below its fair relative value, in 
comparison with silver and...can scarcely 
be considered as having formed a mate- 
rial part of our money circulation for the 
last twenty-six years.” In 1821, another 
House committee declared, “On inquiry, 
they find that gold coins, both foreign 
and of the United States, have in great 
measure disappeared.” 

Continuing along the same theme, a Sen- 
ate select committee in 1830 bluntly reported, 


Due to the silver/gold ratio being 15:1 from 1792 to 1834, gold coins were undervalued for 40 years 
and most of them were sold in Europe for their bullion value. This is an example of the 1827 Capped 
Bust $5 half eagle. Out of its original mintage of 24,913, only 30 pieces are known to have survived. 
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Mint Director David Rittenhouse, who, in concert 
with Mint Assayer Albion Cox, surreptitiously 
changed the fineness of silver dollars in 1794 and 
1795, which cost bullion depositors extra money. 


“We have no gold coins in circulation.” 
Mint Director Samuel Moore stated in 1832, 
“Gold at present constitutes no part of our 
currency; and not having, within any recent 
period, performed in the United States the 
office of coin, it has not been the standard of 
value assumed in existing contracts.” 

But why would an individual have gold 
bullion (typically acquired by melting for- 
eign coins) minted as US coins, followed 
by exporting those coins or selling them 
domestically as bullion? It appears that 
gold merchants did so in order to certify 
weight and purity. The US Mint did not 
charge seigniorage, and the official Mint 
products carried more authority than 
would a private assay. 

The Senate committee of 1830 was 
indignant on this subject: 


We prohibit and punish all private 
coinage of gold; we coin this metal 
at the Mint, upon a principle which 
does not permit it to circulate as 
money; and we pay the expenses of 
this useless coinage. In practice, this 
coinage affords a facility to the pos- 
sessor of gold bullion; since it enables 
him to employ the Mint to weigh 
and assay his bullion, and to divide 
it into convenient portions, without 
expense to himself. When the coins 
are received from the Mint, they are 
sold for their value as bullion...the 
greater part are exported. 


World Gold/Silver Price Ratio 
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US silver dollars were undervalued, and the vast majority of them were shipped off to the West Indies 
and then to China. Mintage of silver dollars ended in 1803 and did not start again until 1840. 


From 1793-1833, gold coins accounted 
for approximately 25% of the Mint’s pro- 
duction. As discussed, the vast majority of 
those coins were exported as de facto bul- 
lion. The surviving coins today—many of 
which are great rarities—were the subject 
of hoarding and possible storage in banks. 
This begs the question of why, over the 
course of 40 years, did Congress not once 
modify the silver to gold ratio? If gold 
merchants were regularly bringing gold 
bullion to the Mint to be converted into 
coins for the sole purpose of export, why 
did Mint officials not petition Congress 
to amend the law and charge seigniorage? 

Hamilton left the US Treasury in 1795 
and died in 1804, and no other financial 
minds stepped in to successfully confront 
these challenges. Congress and successive 
Mint directors discussed and complained 
about these problems for 40 years, yet 
nothing was done to fix them. $ 


Eric Brothers has been a frequent contrib- 
utor to The Numismatist, the publication 
of the American Numismatic Association 
(ANA), since 2006. Several of his articles 
have covered financial history, including 
“Alexander Hamilton and the Panic of 
1792” (January 2021). He has received 
five literary awards for his work in The 
Numismatist and also authored a non- 
fiction book on the German resistance, 
titled Berlin Ghetto: Herbert Baum and 
the Antifascist Resistance (Spellmount: 
Stroud UK, 2012). This is his second 
article for Financial History. 
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Glass-Steagall and the Restoration of Financial Stability 


By Arthur E. Wilmarth, Jr. 


Banks became major players in US securi- 
ties markets twice in the past century— 
first during the 1920s and again after the 
mid-1990s. Both times, “universal banks” 
(banks involved in securities activities) 
helped to promote unsustainable credit 
booms that led to devastating busts—the 
Great Depression of the early 1930s and 
the Great Recession of 2007-09. Both 
times, governments arranged costly bail- 
outs to rescue universal banks. 

During the booms that preceded the 
Great Depression and Great Recession, uni- 
versal banks sold risky securities as “safe” 
investments to purchasers around the world. 
Universal banks supported their securities 
operations with speculative loans, invest- 
ments and guarantees. During both periods, 
conflicts of interest within universal banks 
destroyed their ability to act as objective 
lenders or as impartial investment advisers. 

Congress passed the Glass-Steagall Act 
of 1933 to separate banks from the securities 
markets. The Glass-Steagall Act established 
a decentralized financial system consisting 
of three independent sectors: banking, secu- 
rities and insurance. That system was stable 
and successful for more than four decades. 

Regulators opened loopholes in the 
Glass-Steagall Act during the 1980s and 
1990s, and Congress repealed the Act’s 
core provisions in 1999. The reintroduction 


Iconic images from the Great Depression and 
Great Recession. Left: Crowds gather outside the 
New York Stock Exchange during the Crash of 
1929. Right: Foreclosures soared in 2007, causing 
the subprime mortgage market to crash. 


of universal banks helped to produce 
the toxic subprime lending boom of the 
20008, which led to the Great Recession. 
Unlike the Great Depression, the Great 
Recession did not cause the United States 
and most other developed nations to sepa- 
rate banks from the capital markets. 

In 2010, Congress passed the Dodd- 
Frank Wall Street Reform and Consumer 
Protection Act (Dodd-Frank). Dodd- 
Frank mandated a series of technical regu- 
latory reforms that tried to make univer- 
sal banks safer. Other developed nations 
approved similar measures. Despite those 
reforms, governments found it necessary 
to prop up universal banks again during 
the worldwide financial crisis triggered by 
the COVID-19 pandemic in 2020. 

As shown by the pandemic crisis, 
Dodd-Frank’s reforms failed to address 
the root causes of the global financial 
crisis of 2007-09. Our financial system 
remains dangerously unstable, due to 
excessive risks created by universal banks 
and “shadow banks,” such as private equity 
firms, hedge funds and large asset manag- 
ers. We urgently need a new Glass-Steagall 
Act to restore financial stability and ensure 
that our financial system serves the inter- 
ests of consumers and Main Street busi- 
nesses, rather than Wall Street speculators. 


First-Generation Universal 
Banks, the Great Depression 
and the Glass-Steagall Act 


Large US commercial banks took advan- 
tage of loopholes in federal and state laws 
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to create embryonic universal banks in the 
early 1900s. Those banks sold large vol- 
umes of war bonds during World War I, 
and they greatly expanded their securities 
activities after the war. During the 1920s, 
American universal banks aggressively 
competed with private investment banks 
to underwrite and distribute risky domes- 
tic and foreign bonds and speculative 
stocks to investors around the globe. The 
heated rivalry between universal banks 
and investment banks produced an enor- 
mous credit boom, which fueled danger- 
ous bubbles in securities and real estate 
markets on both sides of the Atlantic. 

Market values of securities and real 
estate investments collapsed in the United 
States after the Great Crash of October 
1929, inflicting grievous losses on inves- 
tors, borrowers and creditors, including 
universal banks and investment banks. 
Those losses triggered widespread loan 
defaults, as well as steep declines in house- 
hold consumption and business activ- 
ity. The resulting downturn in the US 
economy destroyed tens of thousands of 
businesses and millions of jobs, paving the 
way for the Great Depression. 

The disasters experienced in the United 
States spread to Europe and Latin Amer- 
ica, where many governments and busi- 
nesses relied on loans from American 
bankers during the 1920s. The sudden 
shutdown of the foreign bond market in 
the early 1930s and the resulting disrup- 
tion of international credit flows precipi- 
tated severe financial and economic crises 
in Austria, Germany, Italy, Belgium and 
other European nations. 
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The Great Depression inflicted crip- 
pling losses on universal banks in both 
the United States and Europe. Leading 
American universal banks failed or were 
bailed out during a series of banking cri- 
ses in the United States between 1930 and 
1933. European governments rescued a 
large number of troubled universal banks 
during the 1930s. In contrast, Britain and 
Canada did not experience systemic bank- 
ing crises during the Great Depression. 
The separation of commercial banks from 
securities markets in Britain and Canada 
was an important factor that contributed 
to the greater resilience of banks in both 
countries during the 1930s. 

Congress responded to the Great 
Depression by adopting the Glass-Steagall 
Act of 1933. The Glass-Steagall Act broke 
up universal banks to prevent a recurrence 
of the boom-and-bust cycle that led to the 
Great Depression. The Act forced banks 
to spin off or shut down their securities 
operations, and it prohibited non-banks 
from accepting deposits. Congress also 
established a new federal deposit insurance 
program, which greatly reduced the threat 
of bank failures due to depositor runs. 

The Glass-Steagall Act created a stable 
financial system by establishing indepen- 
dent sectors with clearly defined legal 
boundaries. The Act also eliminated the 
toxic conflicts of interest and perverse 
incentives for excessive risk-taking that 
universal banks exhibited during the 
1920s. The statute’s sponsors—Carter 
Glass and Henry Steagall—insisted that 
banks could never act as prudent lenders 
or as disinterested, trustworthy invest- 
ment advisers unless they were barred 
from underwriting and trading in securi- 
ties (except for government bonds). 

Glass-Steagall’s decentralized system of 
independent financial sectors prospered 
from the end of World War II through 
the 1970s. The United States did not expe- 
rience any systemic financial crises dur- 
ing that period, even though financial 
institutions faced significant challenges 
from rising inflation and volatile currency 
exchange rates. An important reason for 
that era’s financial stability was that prob- 
lems arising in one sector of the finan- 
cial system were much less likely to spill 
over into other sectors. Regulators could 
address financial disruptions with targeted 
responses that did not require massive 
bailouts of the entire financial system. 
Regulators could also encourage financial 
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institutions in one sector to help troubled 
institutions in another sector. For exam- 


ple, the Federal Reserve mobilized leading 
banks to provide much-needed credit to 
troubled securities broker-dealers when 
the stock market crashed in October 1987. 


The Demise of Glass-Steagall, 
Second-Generation Universal 
Banks and the Great Recession 


During the 1980s and 1990s, large US 
banks waged a determined campaign to 
undermine and repeal the Glass-Steagall 
Act. Federal agencies and courts opened 
loopholes that allowed banks to conduct 
a widening array of securities and insur- 
ance activities. Regulators also permitted 
US securities broker-dealers and other 
non-bank financial institutions to become 
shadow banks by issuing short-term finan- 
cial instruments that served as functional 
substitutes for deposits. Those short-term 
instruments—including money market 
funds, commercial paper and securities 
repurchase agreements (repos)—offered 
deposit-like treatment to investors by pro- 
viding repayment at par (100% of the 
amount invested) on demand or within a 
short period of time. 

Congress repealed Glass-Steagall’s core 
provisions in 1999. That repeal allowed 
banks to recreate universal banking orga- 
nizations by establishing financial hold- 
ing companies that owned securities and 
insurance subsidiaries. The United King- 
dom and the European Union also dereg- 
ulated their financial sectors during the 
1980s and 1990s. By the early 2000s, large 
universal banks dominated financial mar- 
kets on both sides of the Atlantic. 


President Franklin 
D. Roosevelt signs 
the Glass-Steagall 
Act, June 16, 1933. 


Universal banks played major roles in 
the subprime lending boom that led to the 
global financial crisis of 2007-09. Univer- 
sal banks packaged trillions of dollars of 
high-risk loans into asset-backed securi- 
ties, which were sold as “safe” investments 
to purchasers around the world. The five 
largest US securities firms also partici- 
pated in the subprime lending and secu- 
ritization wave, and they used short-term 
deposit substitutes to fund a significant 
share of their operations. Universal banks 
and securities firms compounded the risks 
of subprime lending and securitization by 
creating collateralized debt obligations and 
credit default swaps. Those toxic devices 
enabled financial institutions and inves- 
tors to make highly leveraged bets on the 
performance of subprime loans. 

The subprime lending and securitization 
boom of the 2000s resembled the credit 
bubble of the 1920s in many ways, includ- 
ing the presence of widespread conflicts of 
interest and perverse incentives for exces- 
sive risk-taking. The subprime “assembly 
line” that packaged unsound mortgages 
into mortgage-backed securities generated 
lucrative up-front fees for loan brokers, 
lenders, loan servicers, securities underwrit- 
ers, credit ratings agencies and issuers of 
financial guarantees. Those fees encouraged 
participants in the “assembly line” to ignore 
the risks created by subprime mortgages 
and mortgage-backed securities. Universal 
banks had the most pervasive conflicts of 
interest and the strongest incentives to dis- 
regard risks because they performed mul- 
tiple roles and received multiple fees. 

In 2007, the subprime lending surge 
ended when US housing prices began 
to fall. The collapse of the subprime 
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mortgage market and the decline of home 
prices triggered a wave of defaults by bor- 
rowers, which inflicted enormous losses 
on universal banks, securities firms, insur- 
ance companies and investors. Financial 
and economic crises erupted on both sides 
of the Atlantic. The boom-and-bust cycle 
of the 2000s bore a striking similarity to 
the disastrous events of the 1920s and early 
19308. Universal banks were leading play- 
ers in both cycles and were at the center of 
the calamities that followed. 


Bailouts During the Great 
Recession and the Inadequacy 
of Post-Crisis Reforms 


The US, UK and EU provided more than 
$12 trillion of capital infusions, guarantees 
and emergency loans to support financial 
institutions during the Great Recession. 
Government agencies bailed out large uni- 
versal banks and shadow banks with the 
prominent exception of Lehman Brothers. 
Authorities rescued money market funds, 
commercial paper and repos, even though 
those instruments were not regulated as 
deposits and were not covered by deposit 
insurance. The US, UK and EU effectively 
wrapped their safety nets around their 
entire financial systems, going far beyond 
their traditional practice of protecting 
banks and bank depositors. 

Central banks reduced short-term inter- 
est rates to zero or below and adopted 
“quantitative easing” (QE) policies. Under 
QE policies, central banks purchased vast 
quantities of government bonds, mortgage- 
backed bonds and other debt securities to 
push down longer-term interest rates and 
reduce borrowing costs for governments, 
businesses and consumers. Central banks 
in the US, UK, EU and Japan expanded 
their balance sheets from $4 trillion to $15 
trillion between 2007 and 2019. 

In 2009, the United States and other 
Group of 20 (G20) nations endorsed a 
series of technical reforms designed to 
improve the effectiveness of financial regu- 
lation. The recommended reforms included 
higher capital and liquidity requirements 
for banks and new procedures for deal- 
ing with failures of systemically important 
financial institutions. Congress adopted 
most of the G2o’s recommendations when 
it passed the Dodd-Frank Act in 2010. 
The UK, EU and other developed nations 
approved similar measures. 

In contrast to the reforms of the 1930s, 


the United States and most other devel- 
oped nations did not change the structure 
of their financial systems after the Great 
Recession. The Obama administration and 
Congress rejected proposals to break up 
the biggest US banks, and they did not 
seriously consider the possibility of enact- 
ing a new Glass-Steagall Act. The Obama 
administration’s decision to preserve the 
financial system that caused the Great 
Recession revealed the formidable politi- 
cal clout that universal banks and large 
shadow banks still possessed. 

Implementation of the G2o’s reform 
agenda weakened on both sides of the 
Atlantic as memories of the Great Recession 
faded and the financial industry lobbied 
for more lenient treatment. The Obama 
administration failed to complete several of 
Dodd-Frank’s important mandates before 
President Obama left office in January 2017. 
Congress and federal regulators repealed or 
watered down a number of Dodd-Frank’s 
key provisions during President Trump’s 
term. Reform efforts also lost much of their 
momentum in the UK and EU after 2016. 

Shortcomings in post-crisis reforms 
have perpetuated a “global doom loop” in 
which (1) governments and central banks 
backstop financial markets and provide 
“too-big-to-fail” treatment to universal 
banks and large shadow banks, (2) univer- 
sal banks and large shadow banks under- 
write huge volumes of private-sector and 
public-sector debts with support from the 
easy-money policies of central banks and 
(3) investors and creditors take specula- 
tive risks based on their expectation that 
governments and central banks will con- 
tinue to protect universal banks, shadow 
banks and financial markets against seri- 
ous disruptions. The global doom loop has 
created a toxic web of mutual dependence 
among governments, central banks, uni- 
versal banks, shadow banks and inves- 
tors. It has also enabled universal banks 
and shadow banks to underwrite danger- 
ously high levels of debt for corporations, 
households and governments. 


Bailouts During the Pandemic 
Crisis, Rising Inflation and 
Global Debt Problems 


During the first quarter of 2020, the rapid 
spread of the COVID-19 pandemic ignited 
a worldwide financial panic. Markets froze 
for most government bonds and nearly all 
private debt obligations. Universal banks 
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and shadow banks were unable or unwill- 
ing to maintain liquid trading conditions 
for government bonds and private-sector 
securities. Financial conditions stabilized 
only after governments and central banks 
provided comprehensive backstops for 
financial institutions and financial mar- 
kets and supported their economies with 
massive fiscal stimulus programs. 

The size and scope of governmental 
responses to the pandemic crisis went well 
beyond the measures taken during the 
Great Recession. Congress approved $5.2 
trillion of fiscal stimulus programs between 
March 2020 and March 2021—a response 
that was over four times as large as Con- 
gress’s stimulus programs during the Great 
Recession. Worldwide government stimu- 
lus efforts totaled $16 trillion by March 2021. 

Governments and central banks 
propped up financial institutions and 
financial markets with emergency back- 
stops that far surpassed their actions dur- 
ing the Great Recession. The Fed quickly 
reactivated the emergency facilities it used 
during the Great Recession to support 
large financial institutions and short-term 
wholesale credit markets, including loans 
for universal banks and shadow banks and 
guarantees for commercial paper, money 
market funds and repos. The Fed cut short- 
term interest rates to zero and super- 
charged its QE program by pledging to buy 
unlimited amounts of government bonds 
and mortgage-backed securities. The Fed 
more than doubled the size of its balance 
sheet—from $4.3 trillion to $8.8 trillion— 
between March 2020 and December 2021. 

In addition, Congress, Treasury and the 
Fed created novel lending and bond-buying 
programs to support small, mid-sized and 
big businesses. As a practical matter, the 
federal government avoided the need to bail 
out large financial institutions by rescuing 
their creditors and customers instead. The 
unprecedented scope of the federal govern- 
ment’s backstops meant that the resilience 
of universal banks and shadow banks was 
never given a real-world test in 2020. 

Other leading central banks followed 
the Fed’s lead by cutting interest rates 
and expanding their QE programs. Dur- 
ing 2020 and 2021, the combined balance 
sheets of central banks in the US, UK, EU 
and Japan expanded from $15 trillion to 
$25 trillion. With assured backing from 
governments and central banks, corpo- 
rations around the world issued record 
amounts of new bonds. 
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President Barack Obama signs the Dodd-Frank Wall Street Reform and Consumer Protection Act alongside 
members of Congress and the administration including Connecticut Democrat Senator Chris Dodd (©), 
Massachusetts Democrat Representative Barney Frank (2nd R), Speaker of the House Nancy Pelosi (2nd 
L) and US Vice President Joe Biden (L), at the Ronald Reagan Building in Washington, DC, July 21, 2010. 


The easy-money policies adopted by 
central banks during the Great Recession 
and the pandemic crisis facilitated huge 
increases in global private-sector and pub- 
lic-sector debts. Between 2007 and 2021, 
worldwide private-sector and public-sec- 
tor debts nearly doubled from $167 trillion 
to $303 trillion. During the same period, 
the ratio of total worldwide debts to global 
GDP rose from 275% to 351%. In 2021, 
worldwide government debts reached their 
highest levels since World War II as a per- 
centage of global GDP. 

It became clear in 2022 that massive 
deficit spending by governments and pro- 
longed monetary stimulus by central banks 
contributed to two major global threats. 
First, many countries experienced their 
highest inflation rates in four decades, and 
their central banks struggled to bring infla- 
tion under control without triggering severe 
economic contractions. Second, many 
heavily-indebted nations confronted actual 
or potential debt crises. Rising default rates 
on sovereign and private-sector obliga- 
tions threatened to unleash a series of debt- 
related panics, especially in countries with 
large amounts of borrowings denominated 
in dollars and other foreign currencies. 


The Benefits Offered by 
a New Glass-Steagall Act 


The pandemic crisis and its aftermath 
have highlighted our failure to address the 


fundamental causes of the global finan- 
cial crisis of 2007-09. Despite post-crisis 
reforms, the world remains trapped in an 
infernal cycle of unsustainable booms— 
financed by universal banks and shadow 
banks—followed by destructive busts 
that governments and central banks must 
attempt to “contain” through huge bail- 
outs. In view of the enormous debt bur- 
dens carried by most governments, it is 
very doubtful whether they could finance 
another round of bailouts comparable 
to the rescues they arranged in 2007-09 
and 2020-21. If governments and central 
banks fail to “contain” the next systemic 
crisis, the world could fall into a second 
Great Depression. 

Congress must adopt a new Glass-Stea- 
gall Act to end the destructive boom-and- 
bust cycles of the past three decades. A new 
Glass-Steagall Act would separate banks 
from the capital markets, thereby prevent- 
ing banks from using government-backed 
deposits to finance speculative underwrit- 
ing and trading activities. Banks would 
return to their traditional roles as providers 
of deposit, lending, payment and fiduciary 
services. In addition, a new Glass-Steagall 
Act would prohibit non-banks from offer- 
ing short-term financial instruments that 
function as deposit substitutes, such as 
money market mutual funds, commercial 
paper, repos and digital stablecoins. 

A new Glass-Steagall Act would greatly 
improve the stability and resilience of our 


financial system. It would reestablish risk 
buffers that prevent crises from spreading 
across financial sectors. It would improve 
market discipline by stopping banks from 
transferring their government subsidies 
to affiliates engaged in securities and 
other capital market activities. The federal 
government would no longer be forced 
to bail out the entire financial system 
to keep large banks from failing due to 
their capital market operations. Shadow 
banks would shrink significantly, as they 
could no longer fund their operations with 
short-term financial instruments. 

A new Glass-Steagall Act would create 
a more diverse and competitive banking 
system by breaking up universal banks. It 
would enable bank regulators to monitor 
and control levels of short-term claims 
in financial markets because those claims 
could be issued only by banks. Large banks 
would have much stronger incentives to 
serve all segments of business and soci- 
ety—including consumers and Main Street 
businesses that lack access to the capital 
markets—instead of focusing their efforts 
on Wall Street speculators, multinational 
corporations and wealthy investors. 

Securities markets would again become 
true markets because they would no longer 
be bailed out to protect universal banks 
and large shadow banks. Our political, 
regulatory and monetary policies would 
no longer be held hostage to the interests 
of giant financial conglomerates. Banks, 
securities firms, insurance companies 
and asset managers would return to their 
proper roles as servants—not masters—of 
commerce, industry and society. 

In 1914, Louis Brandeis warned the 
American public, “We must break the 
Money Trust or the Money Trust will 
break us.” In 1933, Congress acted on his 
admonition by passing the Glass-Steagall 
Act. Brandeis’ warning is as relevant today 
as it was in 1914 and 1933. $ 
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sity Law School in Washington, DC. 
This essay is based on his book, Taming 
the Megabanks: Why We Need a New 
Glass-Steagall Act (Oxford University 
Press, 2020), and his article, “Afterword: 
Why “Taming the Megabanks’ Should 
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ulators and Policymakers,” 93 University 
of Colorado Law Review 1061-94 (2022). 
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By Ramon Vasconcellos 


In the 246-year existence of the United 
States, the country has periodically 
embraced the imposition of tariffs either 
for protection of domestic manufactures, 
or for the purposes of revenue generation. 
Alexander Hamilton’s late 18th century 
idea of a protective tariff as a means 
of defending our infant industries even 
found favor with industrialists in the wan- 
ing decades of the 19th and early 20th 
centuries. On the contrary, many politi- 
cians during the same period advocated a 
tariff solely for revenue, declaring that big 
business tariff protections harmed small 
scale manufacturers and agriculturalists. 
In recent years, the debate has centered on 
“leveling” the international playing field 
with the Trump administration impos- 
ing levies against the European Union, 
Mexico and China. 

Despite being contradictory to mac- 
roeconomic efficiency theory regarding 
comparative advantages associated with 
free trade, domestic politics often negate 
the economic benefits of cheaper imports. 
Still, political winds change abruptly and 
tariff policies have been no exception. For 
example, Congress pivoted from a restric- 
tive measure in 1842, adopting a more 
“free-trade,” lower tariff several years later 
as a means of ensuring economic prosper- 
ity and promoting global cooperation. The 
resulting “Walker Tariff of 1846,” con- 
trived by Secretary of the Treasury Robert 
J. Walker and supported by President 
James K. Polk, exemplified free trade ideas 
and contributed to the country’s prosper- 
ity until the Civil War. 

Polk and Walker, both Democrats, 
voiced much support for the southern 
wing of the party, a faction primarily 
consisting of planters and farmers. These 
interests had opposed the Tariff of 1842 
with backing for the legislation coming 
mostly from the manufacturing sectors of 
New England and the Mid-Atlantic states. 
Given the measures’ popularity within cer- 
tain regions, some members of the Whig 
Party contended that it had helped end the 
depression lasting from 1839-1843. How- 
ever, the Democratic leadership generally 


Portrait of Robert J. Walker, circa 1860-65. 


Portrait of President James K. Polk, who supported the Walker Tariff of 1846. 


expressed notable opposition, much of it 
coming from the President himself. 

Raising import duties as much as 20%, 
the 1842 law, according to President Polk, 
bestowed upon “capitalists and monopo- 
lists” significant economic benefits in the 
sum of “enormous profits.” Reforming 
the law was left to Secretary Walker, who 
had already served in the Senate and was 
set about surveying customs officials and 
importers before adopting the legislation. 
Furthermore, he studied how rates could 
be applied to certain goods without the 
bill impeding exports and, perhaps, being 
deemed protectionist. 

Elected as a senator from Mississippi 
in 1835, Walker quickly rose to promi- 
nence within the Democratic Party for 
his ardent support of Texas annexation in 


1845 and an independent Treasury system. 
The latter was the Democratic Party’s 
alternative to the Bank of the United 
States, the institution allowed to become 
defunct under President Andrew Jackson. 
Texas annexation would permit agricul- 
tural expansion, particularly for southern 
planters; an independent Treasury system, 
unlike the Bank of the United States, could 
hold public monies without perceivably 
competing with state banks for deposits. 
“Jacksonian democrats,” like Polk and 
Secretary Walker, found the support for 
these issues, as well as tariffs, to be dia- 
metrically opposed to the views of the 
Whig Party. Regarding protective tariffs 
specifically, the Democratic platform dur- 
ing the presidential election of 1844 railed 
against the idea that promotion of “one 
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Political cartoon titled “Political Jesuitisrm—or interest versus principle” The term “Jesuitism” was a strong contemporary term for deception and intrigue. 
The artist portrays Vice President George M. Dallas's support of the Walker Tariff of 1846 as a reversal of his campaign pledge to support the popular Tariff of 1842. 


branch of industry to the detriment of the 
other” was in the country’s best interest. 

The Whigs, in contrast, lobbied for the 
creation of a third Bank of the United 
States, believed industrial development 
and not agriculture alone would sustain 
the country, and advocated for sustain- 
ing higher tariffs as a means of protecting 
labor and capital. Given that such stark 
political distinctions existed between the 
two major parties over internal improve- 
ments and foreign trade, if fell upon Sec- 
retary Walker to impress the Whig con- 
gressmen as to the efficacy of modifying 
existing tariff law. 

Already known as a man of finance 
in his home state and, given his devoted 
support of Texas annexation while in the 
Senate, Walker’s pedigree might have held 
some sway with his former colleagues. 
Certainly, the details of the Treasury’s 
Annual Report of 1845—presented to Con- 
gress that December and replete with 
quantitative data and rich in narrative— 
conveyed a sense of financial savvy and 
evidenced his advocacy for tariff reform. 

Like Polk, the Treasury Secretary advised 


in his report that a tariff for “revenue,” 
not protection, would be the most advis- 
able course of action, a point addressed 
throughout the statement. Claiming that 
“at least two-thirds of the taxes imposed 
by the present tariff [1842] are paid, not 
into the Treasury, but to the protected 
classes,” and that only the Constitution 
gives Congress the ability to adopt tariffs 
for “raising revenue,” Secretary Walker 
pulled no punches as to which direction 
the Polk administration would take on 
the issue. He even suggested that modify- 
ing the United States’ trade policy toward 
imports might strengthen the hand of 
trade reformists in Great Britain who 
wanted to abolish the “Corn Laws.” 

The English Corn Laws were restric- 
tions which protected agricultural monop- 
olies in Britain since 1815; calls for their 
repeal could benefit US exporters and 
further reduce trade barriers between the 
two nations. “If accompanied by a reduc- 
tion of our tariff,” the Secretary reasoned, 
“(that] would lead to the repeal of her 
corn laws,” and “unrestricted admission” 
of American produce. To Walker, these 
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expressions clearly denoted the superior- 
ity of free trade over protectionist senti- 
ments: it could serve to expand markets 
abroad while, simultaneously, promoting 
commercial harmony with our trading 
partners. 

The tariff passed the House on a mostly 
party line vote of 113 (Democrat) to 95 
(Whig) on July 3, 1846, with only one 
Whig defection and few Democrats break- 
ing ranks by voting against. Passage in the 
Senate seemed plausible given that the 
Democrats held 31 seats to the Whigs’ 24; 
the one member representing the Liberal 
Party would vote with the Whigs. Still, 
there were Democratic holdouts; Pennsyl- 
vania Senators Simon Cameron and Dan- 
iel Sturgeon backed higher import duties 
as a means of protecting their states’ iron 
and coal interests. Others, like John Niles 
of Connecticut, expressed as a “friend of 
the administration he regretted the intro- 
duction of the bill and as a friend he would 
vote against it.” 

Frustrated by the number of “capital- 
ists” —specifically industrialists—descend- 
ing upon Washington to defeat the bill, 


Library of Congress 


President Polk commented in his diary 
how “the absence of a single Democratic 
Senator will probably enable them to effect 
their object.” Only with the support of 
Whig Senator Spencer Jaragin of Tennes- 
see and 27 Democrats did the measure 
become law; the final vote was a razor-thin 
28 “for” to 27 “against.” 

The Walker Tariff would serve as an “ad 
valorem” tariff with irons, metals, wool, 
leather and glass subject to a 30% duty and 
cotton goods subject to a 25% duty. Fur- 
thermore, by some estimates, it reduced the 
Tariff of 1842, effectively, by 20%. Under an 
ad valorem system, imports are taxed based 
on their specific value and not the quan- 
tity imported. As predicted, Whig resent- 
ment for the bill expressed a large scale 
of economic calamities would befall the 
United States, most of which proved false. 
According to their declarations, the growth 
of imports associated with a lower tariff 
would drain gold from the country, forcing 
the newly created independent Treasury 
to withdraw government deposits from 
banks, thus further reducing gold reserves. 

As mentioned, the ad valorem duty 
enacted by Walker’s proposal would tax 
a percentage of the import based on its 
value and not its size or quantity; accord- 
ing to the Whigs, manufacturers and their 
employees would suffer as a result. They 
even forecast that the country would go 
into bankruptcy since lower tariffs would 
be insufficient to pay the costs of the Mex- 
ican-American War (1846-1848). 

It appears that just the opposite hap- 
pened. A favorable balance of trade 
resulted—at least in agriculture—due 
much to the Irish potato famine of late 
1846, which caused greater US grain 
exports and increased wealth for farm- 
ers. Moreover, the government did not 
just hold deposits from banks but spent 
them on war contracts. The multiplier 
impact of this spending increased mac- 
roeconomic growth across commerce, 
agriculture and industry, although overall 
revenue declined by 10% from 1846-47. 
Though it did not go bankrupt, the coun- 
try increased its national debt borrowing 
as much as $49 million, long-term, from 
1846-49. This additional indebtedness 
went to finance the war. 

Nevertheless, the overall marginal ben- 
efits of the Walker Tariff exceeded its per- 
ceived costs, leaving some Whig members 
to question its repeal. Congressman Mer- 
edith Gentry of Tennessee commented 


to fellow Whig Daniel Webster of Mas- 
sachusetts how a “combination of circum- 
stances at home and abroad” had made 
the Walker Tariff “less destructive to our 
home manufactures as anticipated.” 

The growth in iron production, par- 
ticularly anthracite iron, in the wake of the 
tariff, verified how the legislation, in at least 
some economic quarters, benefited the 
economy. Anthracite iron, or “pig iron,” is 
created by combining anthracite coal and 
iron ore. The result is a much more efficient 
source of iron production compared to coal 
iron, which is produced from the smelt- 
ing of iron ore and coal. Anthracite, by 
comparison, has greater durability, fewer 
impurities and is considered a higher qual- 
ity of coal for industrial purposes. 

Production of anthracite had been 
increasing since 1840 and furthermore, 
lower import duties on charcoal iron—as 
a result of Walker—coincided with an 
overall substitution of anthracite in iron 
manufactures. At the time, railroad iron, 
made possible by anthracite, also increased 
in production. Given these circumstances, 
economic historian Frank Taussig, author 
of The Tariff History of the United States, 
concluded that “low duties permitted a 
large importation of foreign iron [charcoal 
iron], in addition to large domestic pro- 
duction” whose abundance only served in 
promoting “material prosperity.” 

Taussig further estimated that cotton 
exports—denoted by the number of Mas- 
sachusetts spindling operations at the time 
used to convert raw cotton into finished 
products—increased from 800,000 in 1845 
to one million by 1860. Also, around the 
same time, the value of cotton exported 
to Asia rose from four million during the 
1844-49 period to eight million between 
1851 and 1856. Taussig observed that the 
“absence of high duties had an effect on 
the range of the industry;” however, pro- 
duction was confined to cheaper cotton 
products and not to the making of “finer 
and ‘fancy’ goods.” 

Wool manufacturing, which had expe- 
rienced steady growth because of the high 
duties imposed by the Tariff of 1842, found 
itself switching from the production of 
finer linens to cheaper alternatives, like 
blankets and flannels, after 1846. These 
items tended to serve domestic markets 
primarily, but technological develop- 
ments—like the Crompton Loom at Low- 
ell, Massachusetts—eventually allowed 
for increased production. The quality of 


cashmere, for example, improved with 
such enhancements in production. 

A significant trading partner at the 
time, Great Britain profited from tariff 
reform; in fact, Britain made significant 
inroads into the US markets subsequent 
to 1846. Hoping to coordinate the repeal 
of the previously mentioned Corn Laws 
with US trade policy, a member of par- 
liament voiced how both nations would 
benefit if England “relaxed” its policy 
“with a corresponding relaxation in the 
United States.” The “relaxation” of US 
trade policy granted access to Midwestern 
wheat exports and—it was believed in the 
near future—would allow for more iron 
imports from Great Britain. 

Consequently, British exports to the 
United States climbed from 6.8 million 
in 1846 to 11 million by 1847. Not only did 
the volume of imports from Britain triple 
between 1846 and 1857, but tariff revenues 
accrued to the United States rose from 
27.5 million in 1842 to 54 million by 1856. 
Undoubtedly, the bilateral nature of trade 
liberalization benefited both nations. 

Until the start of the Civil War, tariff 
revision was supported by most Demo- 
cratic administrations prior to Lincoln’s 
election in 1860. During the war and 
reconstruction era, however, a return to 
protectionism governed US trade policy. 
Nonetheless, opposition by some con- 
gressmen and senators in the last decades 
of the 19th century advocated free trade or, 
at the very least, a revenue tariff. Still, pro- 
tectionist ideas held firm at the national 
level well into the 20th century with 
only brief interludes—the 1990s through 
2015—embracing free trade ideology. As 
of this writing, duties on some agricul- 
tural imports have increased over the last 
several years, and there is a strong inclina- 
tion to encourage domestic production 
of many goods otherwise imported. It’s 
another sign that US trade policy never 
has been, nor probably ever will be, static 
in nature. $ 


Ramon Vasconcellos is a history professor 
and lecturer in Accounting and Econom- 
ics at Barstow Community College in 
Barstow, CA. He has published numer- 
ous biographical and topical articles 
on the history of the West, particularly 
related to finance. Ramon has also taught 
Economics and History at the University 
of London. 
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Robert Morris: Inside the Revolution 
By Robert M. Morris 


652 pages with footnotes, index, tables, 
b/w photographs 


Trine Day Publishing, 2022 


THIS IS A FASCINATING and frustrating 
book. A meaningful work of research and 
scholarship, to be sure. Also heavily over- 
written and inconsistent. 

For consistency and clarity in this 
review the subject will be referred to as 
the subject, or as Morris. The author, 
a descendant of the subject, will only 
be called the author. The name of the 
reviewer, no relation of either subject or 
author, will only appear in the byline. 

The author shows a clear understanding 
of both the subject and the period, as well as 
a rare comprehension of how the factional 
fault lines that beset the United States today 
are straight lines from the earliest colonial 
sectionalism. Those in turn are directly 
derived from whence the settlers came in 
the British Isles and around Europe. 

For readers of this publication in par- 
ticular, the author has a firm grasp of 
finance, economics, banking and trade, 


BY GREGORY DL MORRIS 


both in principle and in detail. All that, 
as well as the excitement of discovering a 
forgotten Founding Father, should have 
made for a ripping good read. 

Alas, what is presented as a finished 
book reads more like a late manuscript, 
overstuffed with details and digressions to 
the point of distraction. There is no page 
of acknowledgements, so readers cannot 
know if the manuscript eluded editing 
entirely, or if the editors were simply 
overwhelmed. 

Part of the problem is that the author 
is trying to chase three rabbits, and they 
all get away. There is the straight biog- 
raphy of Robert Morris, signer of the 
Declaration of Independence, Articles of 
Confederation and the Constitution; the 
trifecta of present at the creation. He was 
also a pioneer in global commerce, using 
his extensive network of ships, trading 
partners and credit to underwrite a good 
part of the War of Independence. 

That basic biography is overlain by an 
exoneration of the subject who, despite 
being a mild Quaker gentleman, made 
more than a few powerful and vindic- 
tive enemies, including the numerous and 
powerful Lees of Virginia. The author 
is at pains throughout to note how the 
subject’s enemies were scoundrels in their 
own right—some even consorting with 
the British—beyond their efforts to foil 
Morris in his day, and then have him for- 
gotten after. 

The third subject is, as the subtitle indi- 
cates, an interesting look inside the revo- 
lution. Even the most casual history buff is 
aware that the course of US independence 
was much more like The Perils of Pauline 
than the inevitability by which it is often 
presented. 

In the hands of a more skilled crafts- 
man, or perhaps just one not quite so close 
to his subject, those three narratives could 
have enhanced each other. As it is, they 
get in each other’s way. This might have 
been a discrete trilogy; or even book one, 
two and three, bound together. As a single 
volume it definitely should have been kept 
to 400 or so pages. 
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Which is not to say the book is badly 
written, just overwritten. Again, serious 
scholarship and archival research went 
into it, as is evident with the numer- 
ous citations and dozens of footnotes per 
chapter. Any few of those would have suf- 
ficed in each situation. So many belabors 
the points. 

Robert Morris, Jr. was born in the 
global trading hub of Liverpool, England 
in 1734, and migrated to the colonies in 
his teens. As a Quaker, he gravitated to 
Philadelphia. Showing his business acu- 
men early, he became a partner in a ship- 
ping firm. He was also an early adherent 
to the colonies’ self-determination. He 
was active in both state and inter-colonial 
assemblies. On the eve of the revolution, 
Morris was considered the richest man in 
the colonies. 

Morris served in Congress, and notably 
on the Secret Committee of Trade, which 
was responsible for scraping together 
funds to pay for supplies from Europe, 
then getting them through the Royal 
Navy’s blockade. Legislative and executive 
duties overlapped in Revolutionary Amer- 
ica, and Morris’s overlapping responsibili- 
ties extended beyond finance into diplo- 
macy, espionage and smuggling, as well as 
maritime and naval affairs. 

In 1981, after the Battle of Yorktown had 
effectively settled the fighting, Morris was 
made Superintendent of Finance, and also 
Agent of Marine. His battles in Congress 
to establish the Bank of North America 
presaged the struggles in coming decades 
over the first and second Banks of the 
United States. 

A diligent and practical financier, Mor- 
ris worked tirelessly to reform the haphaz- 
ard supply and accounting practices of the 
revolutionary government. As a signer of 
the Articles of Confederation, he worked 
hard to reform and amend that clunky 
document, to little avail. He retired in 
1784, only to be named to the Philadelphia 
Convention that wrote the Constitution 
three years later. He was quietly influen- 
tial in crafting the document, and active 
in helping Pennsylvania ratify it. He was 
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then named as one of the state’s first two 
senators. 

Asked by George Washington to be 
the first Secretary of the Treasury, Mor- 
ris declined and suggested Alexander 
Hamilton. 

The common reasons given for Morris’ 
relative obscurity today are two-fold. First, 
his land speculations went bust in the 
Panic of 1796, and he spent a few years in 
debtors’ prison. That bitter coda to an oth- 
erwise phenomenal financial career might 
have otherwise been a colorful peccadillo. 


But as a staunch Federalist, his fall from 
grace made him an easy mark for the Jef- 
fersonians when they came to power. 

The author makes the case that the con- 
spiracy to write Morris out of history was 
much more malign and pervasive. 

It was not, however, completely success- 
ful. As the author writes, “Morris used his 
understanding of finance and human nature 
to put the administrative wheels in motion 
that eventually brought the sates together as 
a nation. There were many obstacles in his 
way, including prejudice, ignorance, secrecy, 


duplicity, misinformation, self-interest mas- 
querading as virtue and narrow parochial- 
ism. In other words, the typical political 
conditions prevailed.” $ 


Gregory DL Morris is an independent 
business journalist, principal of Enter- 
prise & Industry Historic Research 
(www.enterpriseandindustry.com) and 
an active member of the Museum’s edito- 
rial board. 


HOW MUCH DO YOU KNOW ABOUT FINANCIAL HISTORY? 


1. When was the Dow Jones Industrial 
Average established? 


2. What Act—created in the wake of the 
Great Crash of 1929—required that 
all investments sold to the public be 
registered with the government? 


3. Whose thesis became the foundation 
for what is now called Modern 
Portfolio Theory (MPT) and earned 
him the Nobel Memorial Prize in 
Economic Sciences in 1990? 


4. What unlikely company’s $6 million 
pension fund funded the first index 
portfolio in 1971? 


5. What female investor played an 
important role in stemming the 
Panic of 1907, alongside J. P. Morgan? 


6. What term describes banks that are 
involved in securities activities? 


7. What 2010 Act aimed to promote 
US financial stability by improving 
accountability and transparency in 
the financial system? 


8. What President signed the Emergency 
Banking Act of 1933? 


9. What government corporation 
functioned as an infrastructure 
bank in the 1930s? 


10. What President died on July 4, 1826, 
with over $100,000 in outstanding 
debt? 
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